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\ booklet written by our Statistical Department and sent on request 


which is of exceptional interest and value to investors 


The purpose of this booklet is to assist the investor in de 
termining the real value of a stock or bond for himself 

[t tells what the primary considerations are in judging a 
security—what questions a man should ask himself before 
he buys. 

Without being technical, it explains the items found in 
a balance sheet and an income account (such as contained in 
annual reports) and enables investors to figure and und 
stand a corporation’s financial condition and earning powwse 

lhe booklet is interesting and instructive, and wi 
sent without charge to those who request it. 
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Emergency Currency and Money for Crop- 
Moving 


By MAURICE L. MUHLEMAN 
Author of “‘ Monetary Systems of the World,’’ “‘ A Plan for a Central Bank,”’ etc. 








HE annual uneasiness due to the 
need for money to move the crops 
is again upon us, although appar- 

ently not in such pressing and imperative 
form as has often been manifested in 
previous years. Yet it is too early to 
say that we are “out of the woods” be- 
cause the crop appears to be very large, 
and much of it is still in primary hands; 
and while banks in the West report that 
they are well equipped to meet the de- 
mands, this assurance may again prove 
erroneous. Certain it is that in New 
York preparations are being made by 
raising money rates to curb the expan- 
sion of loans, and the Bank of England 
has advanced its discount rate from 3 to 
4 per cent. as a precautionary measure. 
Estimates of these crop needs vary 
quite considerably, and the circumstance 
that bank reports are not made oftener 
than five times a year prevents our get- 
ting at more reliable figures than the es- 
timate that it takes about $200,000,000 
of actual cash for the purpose. Be the 
sum more or less, the fact remains that 
we are almost always pressed for cash 
about this time every year, although we 
not only know that the demand is coming, 
but could actually measure the volume 





of the demand approximately some time 
beforehand, and so prepare for it, if we 
paid attention to our statistics. 

This does not mean that we could 
easily take care of the demand in ad- 
vance, even if we knew how much we had 
to supply, because our monetary and 
banking system is not devised so as to 
render it easy to accomplish ; indeed, the 
system is constituted so that it makes 
such provision quite difficult, under the 
practice that obtains. It is only in case 
we are most pressingly crowded that we 
are able to obtain relief through the laws 
as they now stand, by way of emergency 
currency, as provided by the so-called 
Aldrich-Vreeland Law, of May, 1908. 

The simple statement of the conditions 
that cause the trouble should be sufficient 
to point out the way to remedy the evil. 
The first step in the creation of the situa- 
tion is that the interior banks have the 
habit of sending all the funds which they 
consider “‘idle’’ at home, beyond their 
legal cash reserve requirements, to their 
correspondents in the centers; then in 
turn the “idle” funds of the banks in the 
centers are brought to the banks in the 
chief center, New York. According to 
the latest returns to the Comptroller of 
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the Currency, of the national banks of 
New York City (June 14, 1912) they 
held $673,792,113 in deposits from other 
banking institutions; and while some of 
this huge sum was held for trust com- 
panies and savings banks in New York 
City, the bulk of it belonged to interior 
institutions. In addition, the State banks 
and trust companies in the metropolis 
held at that date for other banks, largely 
interior ones, the sum of $146,304,808. 
This makes a total of $820,096,921 due to 
other banking concerns by those of New 
York. A very large part of this aggre- 
gate was not held for reserves of the in- 
terior banks, but was far in excess of the 
reserve allowances, as the following fig- 
ures taken from the national bank returns 
show. The figures for local reserve 
banks do not include Chicago and St. 
Louis, which are central reserve cities. 











Country Local Re- 
Banks. serve Banks. 
Due from reserve 
OEE Sonne <5 snk $493,612,663 $285,295,579 
Due from other 
national banks.. 99,488,557 200,530,606 
eee $593,101,220 $485,826,185 
Limit of deposited 
reserves ........ 291,261,805 234,198,075 
Excess on deposit $301,839,415 $251 ,628,119 





Of course, part of the deposits of the 
country banks are in the local reserve 
banks, and only a part of those of the 
local reserve banks are in New York; 
but it is quite evident that New York 
banks hold the greater part of the total. 

If we had available the returns of all 
of the State banks throughout the coun- 
try for the same date, the figures would 
be very materially swelled; but they are 
sufficient to show the magnitude of these 
movements of funds to the centers. 

These are supposed to be “idle” funds ; 
but how are they created? The answer 
is: Largely through our antiquated 
bank-note law. We require banks to buy 
and deposit in the Treasury of the United 
States, bonds of the Government to en- 
able them to issue notes. This means an 
investment of capital to make note-issues 
possible. Almost everywhere else in the 
world banks of issue are permitted to 
put out notes on credit, under regulation, 
and the chief point in regulation is that 
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the notes shall be retired when the public 
does not need them for its business. But 
with us the difference in the authority to 
issue the notes makes it an inducement 
for the banks to keep the notes in circu- 
lation, even when business has no need 
for them, that being the way in which 
the banks can have this invested capital 
earn a little. 

It is a well-known fact that in the first 
half of each year the country needs much 
less currency for its business than in the 
latter half; business is less active during 
the winter and spring and early summer, 
because there are no heavy crops to 
handle. So the cash accumulates in the 
interior banks, largely in the form of 
these bond-secured notes. In every other 
country there are provisions of law or 
rules of practice which require the retire- 
ment of such notes not in use; but our 
banks simply send them on to their cor- 
respondents in the centers, who pay them 
2 per cent. interest (occasionally a trifle 
more) for the loan of this cash; and 
then, as already stated, the New York 
City banks get loaded up with funds; 
many of the country banks send the funds 
direct to New York. Since the funds 
are repayable on demand, the New York 
banks have to put them out on demand 
(or call) loans; and when there is a 
large accumulation they are so eager to 
lend that the rates for such loans fall to 
2 per cent. and even less; occasionally 
to % of 1 per cent. 

On the face of it there does not appear 
to be much profit in lending money at 2 
per cent. or less when it costs you 2 per 
cent. Actually the New York banks can 
loan out only three-fourths of these sums 
because, being treated as deposits, they 
must keep 25 per cent. thereof in re- 
serves, to be held in coin or coin certifi- 
cates or greenbacks. But there are other 
considerations that count ; and, moreover, 
when later in the season money rates 
harden, the banks get higher rates, and 
the profit averages up. 

Now it is notorious that most call loans 
are made in the stock market, on col- 
lateral security ; and it is equally notori- 
ous that the easy money rates serve to 
tempt speculators to expand their opera- 
tions, and hence their loans. So that by 
late summer and early fall there is usually 
a large amount loaned out in this way. 
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Then the call comes from the interior 
banks, and these calls are insistent; the 
money belongs to them, and they need it 
in their business of getting the crops to 
market. Of course, demand loans are 
soon rated higher than 2 per cent., so as 
to discourage further expansion of 
loans and prevent the reserves from 
falling. below the limit; and _pres- 
ently many loans are called in. The 
borrower from any one bank can- 
not get much help from any other 
banks in the city, because they are all be- 
ing pressed by interior banks, and must 
keep up their 25 per cent. reserves. 
Trust companies, who need not keep such 
high reserves, are in position to help for 
a time, but also not for long. 

Hence stocks must be sold to liquidate 
the loans and provide the banks with the 
cash to send to the interior. Since many 
borrowers are thus selling at the same 
time, the market goes down, and when 
the selling movement becomes large there 
is a serious disturbance, sometimes 
reaching panic; because rates for call 
money sometimes rise to 50 or 100 per 
cent. and even more. 

To illustrate the movement in New 
York during this year, the following fig- 
ures from the reports of the condition of 
the Clearing House banks are presented : 

The year began with $415,000,000 cash 
reserves and $1,878,000,000 loans; 
call money at 4 per cent. 

By February 3, they had $480,000,000 
cash and $1,983,000,000 loans; call 
money 1% to 2% per cent. 

Then they loaned money abroad and 
gold was exported, so that— 

By March 30 the cash was down to 
$431,000,000, but loans were up to 
$2,056,000,000; call money 3 per 
cent. 

They then reduced loans, getting down 
to $1,995,000,000 by April 27. 

But cash began to increase again until 
by June 16 they had $467,000,000 
and loans were expanded to $2,066,- 
000,000; call money ranged down- 
ward from 3 to 2 per cent. 

Then cash was lost again, bringing 
them down to $429,000,000 by July 
6, but loans had not been decreased, 
standing then at $2,088,000,000 ; the 
result was that the reserve fell below 


the 25 per cent. limit. Call money 
3 per cent. 

At once loans were reduced, getting 
down to $2,036,000,000, in two 
weeks, cash meanwhile increasing to 
$445,000,000. 

Cash increased further to $451,000,000 
by August 17, loans increasing to 
$2,042,000,000 ; call money between 
2% and 3 per cent. 

By September 7 cash was down to 
$421,000,000, loans at $2,022,000,- 
000; call money up to 4 and 4% per 
cent., tending upward. 

Now, the emergency currency law pro- 
vides that the banks may obtain cash 
from the Treasury in the shape of bank- 
notes, on the deposit of acceptable col- 
lateral (high class bonds or commercial 
paper) and by paying a tax thereon, be- 
ginning with 5 per cent. per annum the 
first month, and increasing monthly one 
per cent. until it reaches 10 per cent. 
These notes are not good for reserves 
(except to State banks and trust com- 
panies) ; they are, however, good enough 
for use by the interior banks, for crop- 
moving, etc. 

But the trouble is that it will not pay 
to take out these emergency notes until 
money rates reach 5 per cent. or more, 
since that is what they would cost the 
banks; and they cannot charge the inte- 
rior banks this 5 per cent. rate, or any 
other rate, for the mere return of their 
own funds ; but of course they can charge 
their call-loan borrowers that rate or even 
a higher one. 

A money rate higher than 5 per cent. 
usually comes rather late in the proceed- 
ings; not until the demand has become 
quite large and after the city banks have 
already sent tothe interior large amounts 
of their reserve cash. 

The problem thus presented is to save 
reserve cash -and supply the interior 
banks with the bank-notes. In many 
cases this is quite difficult of accomplish- 
ment, although. it could probably be fa- 
cilitated through the Clearing House by 
redistributing the money by kinds so as 
to keep reserve money in the city. While, 
therefore, this Aldrich-Vreeland Law was 
created with the best intentions, it world 
probably operate rather clumsily. It has 
never yet been tried because there has 
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been no emergency need since its enact- 
ment in 1908; and probably it may be 
made much more easy of administration 
than appears, when the occasion to use 
it actually arises. 

There are two methods provided by the 
law to obtain these emergency notes ; the 
one preferred by the Government is that 
national banks in a given district organ- 
ize themselves into Currency Associations 
for the purpose, and practically guarantee 
the payment of the notes that may be 
issued to them if the collateral security 
put up should prove insufficient to pay off 
the notes. The other method is to have 
individual banks take out notes, in which 
case, however, the collateral security 
must consist of Government, State or 
municipal bonds (no commercial paper), 
which obviously does not help very much 
because banks have not usually any-large 
amounts of such bonds available. 

But there has been much objection on 
the part of banks to forming the Cur- 
rency Associations provided for, because 
of the obligations to be incurred to guar- 
antee the notes that may be taken out; 


so that up to 1910 only one such associa- 
tion was formed, and there are only about 
twenty of them in existence; so that the 
country is not prepared to use the emer- 
gency law very extensively if anything 


should happen to make it desirable. On 
the other hand, the associations existing 
are located in the large cities, and repre- 
sent some 300 banks with over $309,- 
000,000 capital and over $266,000,000 
surplus. The total amount of emergency 
currency that may be issued is $500,000,- 
000; no association may take more than 
a sum which with the ordinary currency 
now issued by the banks therein, will ex- 
ceed the capital and surplus. The banks 
in these associations have probably $165,- 
000,000 of notes out, so that they could 
take out over $400,000,000 emergency 
notes, which is ample, if properly dis- 
tributed by them, to provide for the coun- 
try’s needs. 

It may be said also that the existing 
Currency Associations are well located 
at strategic points to meet the emergency 
needs. They are at Boston, New York, 
Albany, Philadelphia, Baltimore, Wash- 
ineton, Atlanta, Detroit, Cincinnati, 
Montgomery (Ala.), New Orleans, Chi- 
cago, St. Paul-Minneapolis, St. Louis, 
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Kansas City-St. Joseph, New Orleans, 
Dallas, Denver and Los Angeles. The 
only considerable section of the country 
that was not at last report provided with 
an association is that west of Minnesota 
and Iowa and north of the Kansas-Colo- 
rado line, to the Pacific coast. All other 
parts of the country are in such close 
touch with an association at one of the 
points that they could be supplied with 
currency within 12 hours, and many with- 
in 3 hours. , 

But it will at once occur to the reader 
who has followed this account of the 
practices, that the circumstances would 
be largely altered, and the evils attendant 
upon the present conditions and practices 
largely removed (including the excessive 
speculation and the reaction therefrom), 
if the interior banks would not send so 
much cash to their correspondents ; and 
the quickest and most logical way, ap- 
parently, to accomplish this would be to 
require them to keep their bank-notes at 
home during the slack periods, so that 
they would have them on hand when the 
needs come for crop moving. Some few 
banks now do this, but in general practice 
it is not done. Why should it not be? 

We knew that to keep the $700,000,000 
of national bank notes in circulation all 
the year round causes inflation for a good 
part of the year; yet nothing is done to 
check this inflation, except to complain 
that “our currency is inelastic.” A few 
lines added to the national banking law 
would help very much to cure this. 

The emergency currency law is clearly 
only a palliative measure designed to 
serve when the results of the unwise mon- 
etary policy are manifested by danger- 
ous symptoms; and it properly provides 
for a tax on the currency increasing as 
time passes, so as to compel retirement 
of the extra notes; if there were not a 
tax restraint as heavy as indicated, there 
would be a substantial inflation added to 
that already existing. 

Congress refused to act to regulate the 
issue of bond-secured notes so as to pre- 
vent the annual inflation, in the fear that 
the charge of contraction of the currency 
would be raised; this has always been a 
bugaboo to our legislators. But thev 
were courageous enough to apply an ef- 
fective regulator on the issue of the extra 
currency. 











Forecasting Business Conditions 


By LAWRENCE CHAMBERLAIN 
Author of “‘The Principles of Bond Investment” and ‘“‘The Work of the Bond Houses” 


Part I—The Purpose, the Materials, and the Method 
CHAPTER I—THE PURPOSE 








_ [We expect this series of articles to be one of great value. A broad range of sub- 
jects will be covered—financial conditions, money and credit, bond and stock prices, 


bank clearings, iron and copper production, commodity prices, commercial failures, 
railroad earnings, imports and exports, gold production, and other similar topics. 
Chamberlain is peculiarly well equipped for an investigation of this kind. 
responsible position with an important New York bon 


Mr. 
e holds a 
house, and is, or has been, lec- 


turer at New York University, Pennsylvania University, Dartmouth College, the New 
York Finance Forum, speaker before the Boston and New York branches of the Invest- 


ment Bankers’ Association, etc., etc.—Ed.] 


tines have been in the majority. 

The fact that this earth and the 
universe of which it is a part are gov- 
erned by law was as necessary of accept- 
ance in the childhood of the race as now; 
mythology proves it. But those who set 
themselves to discover and interpret the 


Fr tin time immemorial the Philis- 


law always have had to meet successively 
indifference, unbelief and even ridicule. 


So much has been achieved in the 
physical world, the understanding and 
conquest of physical force has been so 
permanent and thorough, that our latter 
day attempts to penetrate even the spir- 
itual domain, to understand and control 
psychical force, have not encountered the 
cross scorn or cruel opposition that used 
to be their reward. Modern business has 
given rise to an entirely new set of phe- 
nomena, the causes and effects of which 
invite scientific study with a call as im- 
perative as that to Columbus to explore 
the unknown Western sea, and with a 
reward for those capable of applying their 
knowledge as great as the wealth that 
enticed Pizarro to Peru. 

The discovery of new laws or forces 
in physics may be of tremendous useful- 
ness to society, but without corresponding 
opportunity for personal profit to the 
discoverer or his followers. It is safely 
presumable that little or no pecuniary re- 
ward came to Copernicus for his inter- 
pretation of the solar system, or to Gali- 
leo for inventing the telescope and read- 
ing the properties of the pendulum, or to 
Newton for finding the principle of 
gravity. Even when there is resident op- 


portunity for money profit in discovery, 
as when Watt improved the steam en- 
gine, and Bell the telephone, difficulty in 
financing the new utility—the very. scale 
on which operations must be conducted— 
brings the major profit to those already 
powerful commercially. 

We know by experience—usually sad 
experience—that financial conditions are 
constantly subject to change, that these 
changes are the inevitable effect of the 
interplay of economic and other forces, 
and that these forces are governed by 
law. What most of us have yet to learn, 
however, is the extent to which scientific 
methods and the scientific spirit have 
been brought to bear on these forces, so 
that any one with a moderately good 
mental equipment can master the princi- 
ples (if he will only take such time and 
pains as the importance of the subject 
demands) and profit as greatly in pro- 
portion to his capital as those who domi- 
nate industries. 

It is this equal opportunity for profit 
that gives to the study of business condi- 
tions its vast importance, just as the equal 
opportunity for physical well-being gives 
such importance to the study of sanita- 
tion, personal hygiene, etc. No given in- 
dividual has to be a bacteriologist to un- 
derstand germ transmission. All hr 
needs is a reasonably sound frame and 
absence of organic disease in advanced 
stages, to acquire and preserve perfect 
health, provided he will keep abreast of 
the hygienic thought of the day. Small- 
pox, tuberculosis and typhoid are abso- 
lutely preventable; also the more impor- 
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tant because more common, nervous dis- 
orders and indigestion. 

This comparison of financial and phys- 
ical health suggests another common 
characteristic of the two: that it is one 
thing to know, intellectually, the general 
principles of a science, and to believe in 
them, but quite another thing to practice 
them. No sane man can read Horace 
Fletcher on the mastication of food and 
know the effect of these teachings on Mr. 
Fletcher and his family, without believ- 
ing that the same course on his own part 
would greatly increase his health, happi- 
ness and general efficiency. Yet what 
tatio of Fletcher’s readers do you sup- 

chews each mouthful as you and I 
F cand it should be chewed? A complete 
‘Veolization of the laws of health is to be 
had only by obeying them. 
fore it is no valid criticism of a 
particularly of a new science, 
that benefits are not to be seen on 
every hand. Even if every one with 
business interests has the opportunity to 
learn the principles that govern the 
changes in business conditions, it is not 
to be expected that even a majority will 
profit adequately from that opportunity 
and realize, by daily obedience to the laws 
that govern changes in values, the in- 
creased wealth that should be theirs. 

On the other hand, it will not be de- 
nied that in the slow course of years and 
decades, the intimate scientific knowledge 
of a few becomes an instinct of the race, 
to its everlasting benefit. It has been so 
with hygiene. Who supposes that Amer- 
icans will ever cease to bathe? Yet bath 
tubs as anything but a luxury are newer 
than railroads and preceded telephones 
by only a few years. They are still a 
luxury in Europe. Will uninspected milk 
ever again be common in this country? 
Will not our food laws as a whole grow 
increasingly stringent? 

The. ultimate purpose of a study of 
business conditions has in it more than 

cuniary profit to the knowing few, 
Eieater desirable an object for study 
that may be. It contains the idea of a 
permanent improvement in the economic 
state, so that we all shall be relieved, in 
part, at least, from the extremes of hard 
times and boom times. Any diagnosis of 
national or international business condi- 
tions that will tend to check excesses in 
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prosperity and adversity is a public bene- 
faction, and should be supported, not 
discouraged by unbelief that is merely 
ignorance or indifference. 

The two purposes of the study con- 
flict, to be sure, since the knowing few 
must inevitably profit at the expense of 
the ignorant many, and conversely, when 
the knowledge of the few becomes the in- 
stinct of the many, the advantage of bet- 
ter conditions that will come to the many 
must be taken away from the present few 
—but no argument exists in this conflict 
of purposes for not taking advantage of 
the extreme value changes while they 
exist. We all know, with Henry George, 
that the “unearned increment” in prop- 
erty value is wrong (so far as it really 
is unearned), but that is no reason for 
turning over our property to the State, 
or even for not striving to increase our 
share of the unearned increment. 

However, the appeal to immediate per- 
sonal, pecuniary profit is the stronger in- 
centive of the two and the one necessary 
to emphasize, therefore, at this stage in 
the development of the science of busi- 
ness conditions. If in the following arti- 
cles it can be proved to the satisfaction 
of the manufacturer, the property owner, 
the investor, and the wage earner who 
accumulates savings, that within reason- 
able limits he can forecast future pros- 
perity and adversity, enough will have 
been gained to make this work worth 
while, and to encourage those whose 
more proper affair it is to continue to 
greater achievements the splendid be- 
ginnings they already have made. 

“Within reasonable limits” is a broad 
proviso and needs qualification not to 
arouse suspicion. The btisiness of the 
United States weather bureau is to re- 
cord and forecast atmospheric changes. 
It is based, of course, on a large number 
of sciences. No one would question the 
extreme value of the bureat to individual 
and business interests. As to weather 
conditions of the immediate future the 
forecasts are correct in a very large ma- 
jority of cases. Errors arise usually 
when general atmospheric evidences are 
conflicting and local conditions have 
greater influence than could be foreseen. 
But the errors are not so frequent or so 
gross.as. to militate against the general 
usefulness of the service. 
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Local disturbances of sufficient weight 
to overbalance for a time the trend of 
business conditions sometimes occur (the 
Spanish War and the San Francisco fire 
are illustrations) ; but most of such “dis- 
turbances” of the even commercial tenor 
are in themselves subject to careful study 
and approximately correct forecast—such 
as extremes in crop production. It will 
be shown later that in the face of the 
utmost care in record and deduction, 
price movements will run counter to in- 
dications for months at a time, showing 
that unknown causes have temporary as- 
cendency over known; but these apparent 
violations of law (really obedience to in- 
visible law) are few and far between, 
and will cause no disaster to those who 
have the courage of their convictions. 
We do not have to stretch the term “rea- 
sonable limits” any further in applica- 
tion to financial than to weather fore- 
casts. 

The greatest difficulty in the applica- 
tion of financial forecasts is in keeping 
up the courage of one’s convictions. No 
science can stiffen the backbone of a man 
who can’t stand on his own feet and think 
for himself. It is no good to know a 
thing and then act the opposite on hear- 
say. All this study can do is to present the 
facts of forces and the conclusions that 
experience has shown to be the almost 
certain éffect of these forces. It must 
assume im the student initiative to act on 
the inference and sufficient sagacity and 
determimation to “see it through.” 

The weather bureau can tell us what 
the chances are for favorable convention 
or picnic conditions on the morrow, but 
it cannot tell us just when the sun will 
go under or emerge from a cloud. We 
must not expect too much. So an intelli- 
gent study of financial conditions will 
tell us in most cases whether we will 
have better or poorer times, unless cir- 
cumstances change; but it cannot, in the 
slightest degree, help us to determine 
whether Reading or Steel common will 
advance two points before declining one. 
As Mr. Wyckoff has well said, in a re- 
cent address before the Finance Forum, 
in New York, “the study of fundamental 
conditions is almost useless for stock 
speculation on narrow margins.” 

On the other hand, it is of the utmost 
importance to everybody who owns any- 


309 


thing, or plans to buy anything that de- 
preciates in bad times and appreciates in 
good times. Is anyone left out of this 
category ? 

It is almost impossible to overestimate 
the scope of service offered by a study 
of business conditions. In the succeeding 
article we shall canvass in some detail 
many of the innumerable kinds of ma- 
terial that offer useful data for the pur- 
pose in hand. This material, in its in- 
finite variety, will of itself suggest who 
can be helped by the study and how. 
Sufficient here to illustrate casually. 

The business in which I am engaged is 
bond dealing. The percentage of profit 
in turning over standard bonds is smaller 
than in the case of almost any other com- 
modity I know. This is because the 
“goods” dealt in is interest-bearing, and 
therefore when hypothecated at the 
banks will carry itself; whereas any 
other kind of collateral (except stocks) 
is a dead weight, and the carrying cost 
must come out of a much wider profit 
margin. 

A correct speculative position most of 
the time is absolutely essential to success 
when profits average 1 per cent., as they 
do in the higher grade bonds. One can 
afford to charge off more frequent errors 
of position if one is dealing in cotton, 
wool, rubber or grain where profits aver- 
age many times | per cent. 

After making as careful a study of 
bonds as circumstances permitted, it 
seemed to me next in order to study bond 
price movements in themselves, their 
causes, and the degree of dependence that 
could be placed in the cause-effect se- 
quence, in order to avoid, to some extent, 
at least, the mistakes of those who have 
loaded up their houses with bonds bought 
at a time when selling, and selling only, 
should have been the order of the day. 

In other words, I sought a basis in as- 
certainable facts for a course of action 
that seems to be instinctive in a favored 
few. Here and there one meets a man 
who seems to sense squally weather, and 
to have his hatchways battened and his 
poles bare when storms come, but for 
every one such there are dozens who 
dump much of their cargo overboard 
every so often in order to keep afloat. If 
the profit in the full cargo is small, their 
case is the more discouraging. 
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The same small profits make it desir- 
able to carry a full cargo the instant fair 
weather is assured. The principle works 
both ways; therefore the importance of 
a correct weather gauge. 

To change the figure of speech, it 
hardly needs be said that an examination 
of the causes of bond price movements 
could not be carried very far without 
realization of the complex interweaving 
of causes and effects in the great com- 
mercial fabric. The difficulty of follow- 
ing any single thread of relationship 
through the maze of material was utterly 
discouraging. 

My situation was exactly that of an 
untrained clerk in some obscure observa- 
tion station of the Government weather 
service, who, with the local records of at- 
mospheric pressure, temperature, rainfall 
and wind velocity, should attempt neigh- 
borhood forecasts without cognizance of 
general weather conditions in the past, 
their effect on local conditions and the 
time involved in producing the effect. 

Therefore I cast about to find what, if 
anything, that-was worth while had been 
done by others in the larger subject of the 
evolution of commercial conditions. The 
result was sufficiently gratifying and 
helpful to warrant, in my opinion, the 
publicity I am attempting to give it. 

As a bond sales manager I have been 
well situated to observe from daily re- 
ports of men on the road how many peo- 
ple in other occupations are engaged in 
this same endeavor to gauge the proper 
time to buy and to sell the commodities 
in which they deal. Investment in se- 
eurities is, in a sense, their luxury. They 
buy bonds only with what may be called 
superfluous money, with accumulated 
profits in excess of what should properly 
go back into plant and stock. Therefore 
they are at pains to tell bond salesmen, 
when not investing, that they anticipate 
with funds cheaper raw material for their 
machines, or, when not buying raw ma- 
terial, that their money is tied up in the 
finished product, awaiting a higher price 
level. Similar stories, reflecting the sev- 
eral stages of the evolution from low 
prices and large stocks to high prices 
and low stocks, are heard from the man- 
ufacturer, the middleman, and the re- 
tailer of every kind of goods. Vary the 
mat¢rjal—cotton, wool, leather, cane, 
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iron, steel, grain, fruit—vary the finishec 
product—prints, cloths, shoes, sugar, 
girders, rails, biscuits, canned goods— 
and the balance of the salesman’s report 
could be filled in at the home office. 
Speculation in prices and values is abso- 
lutely essential to business. 

It is almost (but not quite) universal 
experience that the efforts of business 
men, so reported, to forecast profits in 
their particular industry are confined to 
sounding their own immediate experi- 
ence, the opinions and experience of 
those with whom they come into business 
contact, the opinions of their trade pa- 
pers, and of the press generally. All of 
these sources of information are of some 
value; but assuming that they are un 
prejudiced, most of them contain too 
much opinion and too little fact. The 
first great essential in correct forecasting 
is the elimination of other people’s opin- 
ions and the enlistment of facts. 

It is true that psychology (opinion) 
has its place as a factor in price move- 
ments, that optimism in itself begets ini- 
tial betterment in business conditions ; but 
on the other hand, the higher prices go, 
the more optimistic people get, and con- 
versely, the lower they go, the less ready 
are most people to buy—an inversion of 
business sense. _ Opinions, as a force, 
have weight; as an effect, or corrobora- 
tion, they are worse than valueless. 

A general study of business conditions 
for the purpose of forecast cannot, of 
course, examine into the details of each 
business and build up the special sets of 
principles that govern each. Scientific 
management, so called, is an effort in that 
direction, particularly in operating de- 
partments. But, guided by the principles 
of the general study, each man can re- 
late the phenomena of his own business 
to them, noting what effects upon his 
business the various general forces have, 
and the time it takes for the general 
forces to do their work, and then he can 
govern his future movements within rea- 
sonable limits by his experience under 
similar conditions in the past. 

In this very way I have already at- 
tempted, in a previous work, “The Prin- 
ciples of Bond Investment,” to relate 
general business conditions with the 
price movements of standard bonds of 
the type I have just mentioned as requir- 
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ing extreme speculative care to avoid loss. 
If there are any who do not understand 
how the profits of a particular business 
can be related to general business I sug- 
gest that they consult the chapters of 
that book.* But presumably, in the course 
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of these articles, the matter will appear 
in clearer light. 





*The Principles of Bond Investment, chapters 
XXXVII, XXXVIII and XXXIX—“The Fifty Year 
Course of Bond Prices,” “Bond Prices in Relation to 
the Trade Cycles,” and “‘The Future of Bond Prices.” 
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election year discussion is rife 

whetger or to what extent po- 
litical agitation will affect industry, trade 
and speculation or investment values; 
and it has never, I believe, been agreed in 
advance what the effect was to be. In 
truth, transcripts from history have not 
been sufficiently conclusive to establish 
a precedent for the guidance of expecta- 
tion. 

Theoretically speaking, precedent 
should be of little value in shedding light 
upon what is ahead in these matters, for 
the reason that political situations are 
rarely or never exactly parallel. When 
a nation is reaching out toward the light 
there can be no standing still. Current 
issues of a campaign become obsolete or 
at least find a new mode of expression in 
subsequent years. 

The freedom of the enslaved black 
race in the United States was sealed by 
the conclusion of the War of the Rebel- 
lion, although the extension of equal 
rights to the ex-slaves and their de- 
scendants has not yet been fully granted ; 
and to this year the problem has figured 
in politics. The greenback money 
craze and the ascendancy and decadence 
ef the cause of Populism are readily re- 
called by men who are still in middle life. 
These and many other themes and isms 
have had their day, usually brief, per- 
haps, and then their long night, being 
succeeded by other problems and issues 
of larger or smaller concern. 

Certain issues have belonged to the 
chronic variety, issues of banking and 
currency, issues of tariff, issues of inter- 
nal improvements and external relations, 


Ue: the arrival of a Presidential 


adherence to the Monroe Doctrine, while 
ever and anon the progress of the times 
has brought forward new issues and 
topics, temporarily at least of large con- 
cern to the voters of the nation, topics 
like the conservation of natural resources, 
extension of the suffrage to women, and 
other issues which it would require con- 
siderable space to enumerate. 

It will probably be allowed at the out- 
set that the net consequence of the agita- 
tion of these affairs has been promotion 
of the general good. And it will prob- 
ably be «bvious to the close student of 
civic and political affairs that, in modern 
times, especially, trouble and unrest have 
sprung from interference with estab- 
lished practice and disruption of relations 
that have existed between organized in- 
dustry and the great body of people, 
comprising what is termed the consum- 
ing class, or between different branches 
of industry, which claim not to have had 
an even opportunity to conduct business 
under prevailing custom or practice. 

When the nation was young there ex- 
isted an ambition commonly accepted as 
praiseworthy, to build up trade and in- 
dustries as rapidly as possible, and to 
swell the population until the United 
States should become noted for thrift, 
conspicuous for wealth and commerce, 
formidable for the number of its people, 
and worthy to take rank among the fore- 
most nations of the earth. The country 
grew in all of these and in other direc- 
tions. It became the asylum for the 
downtrodden of European countries and 
voluntarily assumed responsibilities in 
the acclimation of hosts whose habits and 
inclinations there had been little or no 
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attempt to harmonize in their native 
lands. The rulers of a less resourceful 
country than this would naturally have 
a task. And there have been times, per- 
haps not altogether left behind, when pa- 
triots of this country have trembled lest 
the outcome should be disastrous. Busi- 
ness in this land today finds itself con- 
fronted in the labor question with the ne- 
cessity of dealing with classes whose per- 
sonality and understanding are alike alien 
to America. The job is not one to be 
coveted, but it has to be faced, and it is 
the grappling with this job that compli- 
cates the situation as otherwise consti- 
tuted. 

As, in inviting the millions of the Old 
World to settle here, this nation took 
upon itself the performance of tasks 
scarcely contemplated at the beginning, 
so, in seeking to enhance its material 
growth by extending certain advantages 
to trade and industry, the nation pro- 
vided an opportunity for the commission 
of serious wrongs and oppression. It 
encouraged the exploitation of the con- 
sumer; and in the mad rush for wealth 


and expansion of endeavor there was de- 
velopment of opportunity of so unequal 
a character that the situation could not be 


much longer endured. The business op- 
portunity encouraged or permitted by the 
laws and officers of government invited 
perversion of the aims of government. 

That this situation should lead to pro- 
test, uprising and a new “declaration of 
independence” in internal affairs was re- 
quired by the law of progress. There- 
fore, the great unsettlement of industrial, 
commercial and social and other affairs 
in the United States in the last few years. 
The. evils from which the people still 
suffer have been accentuated by politics. 
At the inception, as has been pointed out, 
the purpose and intention were good. 
But the opportunity has been abused, and 
government has been perverted to the 
extent that its machinery has been util- 
ized and corrupted by designing business 
interests in order to augment the money- 
making power of corporations and indi- 
viduals. 

It does not sound well to say it, but it 
is wholesome to assert the moral convic- 
tion of intelligent citizens that high of- 
fices have been purchased by the im- 
proper use of money, and by various 


THE MAGAZINE OF WALL STREET. 


other means that would scarcely square 
with the moral code; while corporations 
or their representatives have contributed 
liberally to the promotion of partisan 
ends in order that their business welfare 
might be furthered, and at the expense 
of the people at large. The spectacle of 
members of the upper branch of Con- 
gress bringing to light wholesale contri- 
butions of funds ‘to improperly influence 
elections is useful, though humiliating to 
honest and patriotic citizens. Other in- 
vestigations and prosecutions in recent 
years by the law officers of the Govern- 
ment have likewise been salutary, while 
the necessity for such action has been 
painful. 

It must be manifest to the thoughtful 
citizen that a revised standard of civil 
and business ethics is knocking for recog- 
nition and incu!cation into the laws and 
practice of the 'snd; and that it is requi- 
site for its recognition and establishment 
that the people shall be led to appreciate 
the necessity for the change through ex- 
posure of base practices, which uplifted 
sentiment will not forever tolerate. And 
this demand for change seeks expression 
through what but the very politics which 
is blamed for the presence of the evil 
whose correction is sought. /t is worth 
remembering that wrong principle car- 
ries within itself the element for its own 
undoing and correction. 

But what, asks the reader, has this to 
do with the theme under consideration? 
It has much to do. With briefer state- 
ment the subject could scarcely be illu- 
mined. Politics is attempting to right a 
grievous wrong, and the achievement is 
in surface appearance merely an inci- 
dent in gratifying the ambition of indi- 
viduals or the purpose of parties and 
their backers to achieve a variety of 
ends. In waging the battle for individual 
or party advantage the opposition is at- 
tacked and truth that the people might 
not otherwise have an opportunity to 
perceive is brought out. Now, what- 
ever may be said as to individuals, it is 
truthful to say that the majority senti- 
ment of the United States favors honor 
and truth and has only need to discern 
the truth, the wrong to be righted and 
the way to right it, in order to insist on 
application of the remedy. 

I take it, then, that there is something 
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involved in United States politics this 
autumn other than the supremacy of in- 
dividuals and parties; that there is a 
process of purification going on; that the 
people are beginning to appreciate the 
need of the application of a sort of pure- 
food principle to the conduct of business 
and the organization of business enter- 
prises. 

There can be no doubt of the conse- 
quence of the adoption of reform prac- 
tices in the formation of corporations and 
the emission of securities. As great 
wrongs have been committed in all of 
these directions, under sanction of law or 
neglect in its enforcement, as have been 
committed in other directions; and poli- 
tics has been availed of to secure the 
permits. There has been so-called “wa- 
ter” nearly everywhere injected into the 
capitalization of public utility and other 
properties ; and upon this the people have 
been improperly taxed to pay interest. 

How the country and its people could 
endute these things can only be under- 
stood upon the theory of its wonderful 
natural resources and the peculiar char- 
acteristics of the inhabitants. The re- 
sources referred to are necessarily grow- 
ing less, though still very great, and the 
characteristics of the people are chang- 
ing. Old conditions and practices must 
and will pass by command of an enlight- 
ened public sentiment. The change has 
commenced, but is far from completed, 
and there will doubtless be further and 
important agitation through politics and 
otherwise, further exposure of practices 
that may even now seem right, but will 
be seen to be otherwise as public opinion 
develops. In commending the editorial 
utterance of a newspaper recently, a 
member of Congress made this observa- 
tion: 

“The article states so many truths, and 
in such vigorous and concise language, 
that it causes ome’ fo sit up and take notice. 
But you should have included the news- 
papers and pefiodicals with the politicians. 
They belong to the same class. Both are 
busy givi advice with respect to mat- 
ters that they know little or nothing about. 
Both have their personal ends in view. The 
politicians are looking for votes or political 
pull. The papers and periodicals are look- 
img for larger circulation and higher rates 
for advertising. Both appeal to the preju- 
dices, passions and gullibility of the peo- 
ple, and the newspapers and periodicals are 
getting about as much out of it as are the 
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politicians. Indeed, I believe that the 
newspapers have done much more in breed 
ing the present discontent among the peo- 
ple than have the politicians, for they have 
large audiences evéfty day, week and month, 
and the politieians have not, exce a . 

the aid of the papers which publi 

to the galleries and entirely cosas 
common setise. 

“T doubt if there was ever such Geri 
prosperity in any country, or at any time, 
as there has beer im this country for many 
years back; and yet the hy adver- 
tising gallery-playing politiciams, and o 
their own initiative, have made the people 
believe they are being a and ¢ven 
persecuted. Let us hope that the oe 
will come to their senses and that the pa- 
pers and politicians may become a little 
more unselfish and patriotic.’ 

The representative quoted need have 
no fear regarding the people and their 
understanding of both the newspapers 
and the politicians. Thé newspapers and 
the politicians have enabled them to un- 
derstand both, and the people, when fully 
enlightened, can be trusted to deal with 
public issues affecting government. For 
proof of thig assertion, it will only be 
necessary t6 note the outcome of the 
ballot next November, and to observe 
the insistence that the wrongs hinted at 
or exposed shall be properly dealt with 
by the officials then or subsequently 
chosen to execute the popular will. 

Broadly speaking, therefore, the polit- 
ical prospects are grand. The Congress 
whose session was lately concluded may 
be accused of “playing politics” to the 
limit of its opportunity, and the succeed- 
ing Congress may be open to similar ac- 
cusation, but the course of the Congress 
now in power has been very sefviceable 
in throwing light upon practices that the 
people should fully comprehend if they 
are to order reforms; and the campaign 
this autumn should abound in discussion 
calculated to accentuate the popular de- 
termination to rebuke abuses of the legis- 
lative prerogative, a determination which 
representatives elect to the next Con- 
gress should fully understand before en- 
tering upon discharge of their duties af- 
ter March the fourth next. 

Of course, the agitation mentioned 
may be temporarily disturbing to cer- 
tain interested men who have secured 
great business advantages through their 
ability to dictate elections and influence 
government policies, and it is possible 
that these men will see a sort of hand- 
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writing on the wall, which shall bode ill 
to them individually or to their enter- 
prises; but there is no need that legiti- 
mate business undertakings shall be es- 
pecially shaken by the political blasts of 
the ‘autumn. On the contrary, after the 
doubt as to the personality of the next 
executive and the political complexion of 
the: incoming Congress shall be deter- 
mined, it should be easier for business 
men to surmise, if not to ascertain, what 
is and what is not proper and lawful in 
the. conduct of business. Of course, 
thereis no miracle to be wrought in No- 
vember, and it must be recognized that 
more or less radical reforms, evidently 
decreed by the popular will, will be slow 
in becoming established, and to this ex- 
tent the election will not immediately 
achieve all that is desirable to be 


achieved in important directions. 
Happily, too, for all interests, this re- 
form wave occurs when nature is smiling 
upon the husbandman, and a good aver- 
age agricultural crop is in prospect. 
One of the able writers of the day prob- 
ably had the crops in mind when he late- 


ly said: “Everything indicates fair 
business to continue despite vigorous 
agitation over the presidential election.” 
And it is this factor that is especially to 
be considered in summing up the ques- 
tion of the effect of politics upon securi- 
ties. Good crops make for hopeful sen- 
timent. Good crops stimulate manufac- 
turing industry and mercantile trade, 
and especially swell the volume of trans- 
portation ; and whatever effects these re- 
sults affects in a favorable way the 
worth of the securities bought and sold 
in the share markets and utilized for per- 
manent investments. The development 
of the crops, then, and the revival of 
trade and traffic must count with poli- 
tics in sustaining or depressing or up- 
lifting security prices. 

Personally, I have no question as to 
the ultimate effect of the impending and 
inevitable readjustment of the relation of 
corporations to the general Government 
and of the relation of both to the people 
at large, upon the soundness of security 
investments. A quasi-government guar- 
antee will in time be attached to the se- 
curities to be regulated and supervised 
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by federal authority, but until the read- 
justment is more complete than at pres- 
ent, there will be an unrest among man- 
ufacturers and buyers of securities which 
will act upon them like a retarding nor- 
mal production and appreciation, and 
probably depriving the crop factor of its 
natural effect upon security prices. And 
the readjustment referred to will be 
complicated by the unsatisfactory cur- 
rency and banking situation of the coun- 
try, which no political faction as yet ap- 
pears competent to deal with. This, 
however, is a chronic defect of the situ- 
ation and only incidentally associated 
with politics at this time in the bearing 
upon securities. 

The used-up state of money is of more 
immediate concern, but of that there is 
no need to speak in this discussion. In- 
cidentally, it may be observed that the 
men who view situations broadly will 
be likely, the present autumn, to leave the 
security markets to professional opera- 
tors, who will take advantage of current 
news events to influence prices from day 
today, themselves waiting to see how the 
so-called reform wave works out before 
making particular demonstration in the 
markets, unless they shall conclude that 
securities were better shifted to others; 
and as to that there is no telling what 
these men will do, or saying absolutely 
what they may already have done or are 
doing. The outlook, therefore, favors a 
dull market, with many bullish demon- 
strations to aid distribution. 

How soon the more important reform 
measures will become established it is 
not now possible to say. It may be in a 
comparatively brief period or progress 
may be attended by much delay. Reform 
is proverbially slow, though sometimes 
quickly begun and progressively ex- 
tended and strengthened. Eventually 
everything is coming out all right, with 
a better country, solider business, broader 
prosperity and greater demand for good 
stocks and bonds. Between now and that 
time, however, the readjustment process 
which we are now in will be accom- 
panied by trouble and hardship to such 
bankers, manufacturers and investors as 
do not faithfully study fundamental 
business and social factors. 
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[Under the above caption it is intended to present a series of articles treating 
many of the fundamental facts that are either never learned by many investors or 
apparently overlooked in the purchase of investments. Discriminating selection is no 
easy matter. Without a knowledge of the basic principles underlying the science of 
investment rational selection is impossible. The aim of these articles will be to give 


many facts in readable form—facts which in themselves are technical, but which, co- 
ordinated, explained and placed in proper relation to each other, are both interesting 
and easily understood. The subject discussed in the September issue was “That the 


Market Quotation for His Investments Is Certain to Fluctuate.”] 


NDOUBTEDLY the weakest as- 
pect of the average investor's 


financial knowledge is his un- 
familiarity with or total ignorance of 
the setting of a corporation financial 
report. The wonder of the situation is 
that so many people with money to in- 
vest and with ample leisure time, abso- 
lutely ignore these financial documents, 
which in many instances are the cap- 
stone of the investment arch of which 
their bonds or stocks are a part. The 
wonder grows when it is considered how 
comparatively easy it is to understand 
the fundamental features of the average 
annual report as it is constructed to-day. 
An explanation of the supineness on 
the part of thousands of people who put 
their money into an enterprise may be 
found in a measure in the fact th@t they 
rely upon the counsel of their investment 
bankers, assuming, and rightly, too, that 
the fullest investigation was given the 
securities before they were offered. 
There is, however, a woful amount of 
indifference to this whole question 
among many people who ought to be 
more fully alive to their interests than 
they are at present. 
To the average investor the annual re- 


port of a corporation is a mystery. The 
popular notion of such a document is 
that it is a maze of figures and account- 
ing technicalities. The popular concep- 
tion of an annual statement is such that 
the average investor is afraid of it. Many 
that do not hold such a misconception, 
however, often save money. 

It is a fair assumption that the great 
majority of small holders of the bonds 
of a corporation that falls. into bank- 
ruptcy have never paid any attention to 
the statements of the company. They 
have kept no watch whatever on the 
progress or decline of the property over 
a period of months or years. Only last 
month announcement was made that 
interest would not be paid this fall on a 
large issue of outstanding bonds of a big 
railroad corporation. Almost any wide- 
awake investor could have foreseen some- 
thing like that months before it hap- 
pened if he had made a critical study of 
the bonds. The company always has had 
a hard time and always will until certain 
fundamental unfortunate difficulties 
about it are remedied. 

A large number of investors rest their 
faith on the fact that the security they 
hold is a bond—that is, something that 
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has a mortgage lien on the property of 
the company or at least on a considerable 
part of the property. The fact that they 
hold a bond gives them a feeling of su- 
preme security and they neglect what is 
the first commandment in security buying 
—to know something about the principles 
governing the selection of investments. 

There are two broad aspects in the 
purchase of an investment. One involves 
market considerations. There is much 
that is technical about this side of the 
question, but again there is much that is 
quite general also. It is well enough to 
know the general facts, but it would be 
waste of time on the part of thousands of 
investors to attempt to study and become 
acquainted with the technique of the 
market when their only interest lies in 
getting a proper security to put away in 
a tin box and clip the coupon each six 
months. 

The other aspect of the question of 
purchasing investments lies in appre- 
ciating what the statistics mean that bear 
on a bond or a stock. Here is where the 
average investor capitalizes his time, as it 
were, used in the study of some of the 
fundamentals affecting the position of 
securities. A working knowledge of 
statistics may be acquired in a very short 
time by the person who has an average 
education. Anyone with only an ordinary 
school education is in a position to under- 
stand the fundamental considerations af- 
fecting an annual report. Anyone with a 
high school education: can certainly 
understand the basic conditions upon 
which the safety of a bond or other obli- 
gation af a corporation rests. In either 
case some elementary bookkeeping has 
been studied, sufficient to enable the per- 
son to appreciate some of the terms in 
which the exhibits of an annual report 
are discussed: In many of our high 
schools there is to-day some emphasis 
being laid on a few elementary facts of 
finance, to the end that there may be a 
higher level of education in these things 
which for so long have been neglected 
and which to the minds of many people 
are within the province of experts or 
specialists only. 

The average annual report is really not 
so formidable a document as most people 
imagine. It is true that some reports are 
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of great bulk. The Union Pacific Rail- 
road, for istance, and again the Southern 
Pacific Company, along with various 
other transportation systems, and among 
the industrials the United States Steel 
Corporation, put out reports containing 
a vast amount of material, with pages of 
figures, text and descriptive matter. 
However, there are a few comparatively 
simple figures in any report that may be 
understood by the novice in finance. 
There is a little difference of arrange- 
ment in some of the vital exhibits but the 
variation is not hard to understand. Even 
in the matter of arrangement there is a 
growing uniformity. The Interstate 
Commerce Commission is steadily work- 
ing the reporting of the railroad statis- 
tics of the country into a completeness 
and uniformity that will leave in a few 
years almost nothing for statisticians to 
do except copy the figures. 

Unfortunately, at the moment, indus- 
trial corporations are not compelled to 
furnish such very comprehensive data 
as the railroads give. But the backward- 
ness of. the movement toward this end 
has been based only upon the ground that 
to give out figures would be to disclose 
business secrets to competitors. This idea 
is gradually wearing away and it will not 
be many years before we will have almost 
as complete figures furnished by the 
many industrial corporations as we now 
have from the railroads and from a few 
industrial companies that of their own 
volition present most excellent state- 
ments. 

It cannot be too strongly urged upon 
the investor to take a practical interest 
in the welfare of his securities by going 
through the reports showing their posi- 
tion. The earlier investors as a class take 
to studying the annual and other period- 
ical reports furnished by corporations the 
soones will there be ushered in am era 
of most complete corporate publicity. 
When investors do this corporation 
managers universally will fall into the 
procession in bidding for public favor so 
that their new issues may be favorably 
regarded. 

The average investor imagines that he 
must have some advanced knowledge of 
accounting to unravel the mysteries of 
an annual report. It will be admitted 
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that for some reports he must have. But 
the average investor little realizes that 
few of the newspaper analysts of cor- 
poration financial reports know more 
than the bare fundamentals upon which 
their work of interpreting these reports is 
based. There are, of course, a few pub- 
lished discussions of these reports that 
indicate something more than superficial 
knowledge, but it is within the province 
of the average investor to rise easily to 
that plane of financial knowledge on 
which the majority of his informants 
are. 

A little study of the published reports 
of corporations would enable the average 
investor to ask questions of importance 
respecting an offering presented to him 
by the salesman of a bond house. He 
would not be lulled into an easy purchase 
by a beautiful story of non-essentials. In- 
vestors frequently accept or decline se- 
curities upon the sole consideration of a 
well-told story of glittering generalities 
respecting a company. The very heart 
of the question may be neglected by the 
seller while the financial education of the 
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investor is so meagre that he does not 
know what to ask nor what to pick for 
the weak points. 

Only a limited knowledge of, say, the 
two main exhibits in an annual report, 
namely, the income account and the bal- 
ance sheet, would be good foundation 
to ask questions which investors often 
neglect. It is quite possible to sell securi- 
ties on the statement that earnings are 
doing so and so. Now the investor who 
knows asks: What earnings, gross or 
net? And again the investor who knows 
asks some more questions about what has 
been taken or subtracted from the gross 
earnings before arriving at the net, for it 
is the net earnings that go to pay the in- 
terest on his bonds or to furnish the divi- 
dends on his stocks after the necessary 
deductions have been made from net 
earnings. In taking up the discussion of 
the various parts of an annual report in 
later articles we shall see how the knowl- 
edge of only a few fundamental con- 
siderations like these are reasonable proof 
against falling into some pitfalls. 

(To be continued.) 








Investing by Rule or by Judgment 








DUCATION in things financial, as 
FE. exemplified in the numerous pam- 
phlets and circulars and other 
printed material spread broadcast by in- 
vestment dealers, lays stress upon the ex- 
ercise of one’s judgment in the selection 
of securities. Investment dealers are get- 
ting away from the old attitude of harp- 
ing on a few stereotyped rules for the in- 
vestor to follow without regard to other 
considerations. 

In the first place, the dealer himself is 
learning many things that are broaden- 
ing his judgment. Secondly, as fast as 
he learns something the investor gets the 
benefit of that knowledge and his view- 
point in turn is changed in a certain 
measure. That is to say, the investment 
banker is and has been getting away 
from the hide-bound restrictions that he 
laid down a few years ago, when consid- 
ering a piece of financing—and all with- 


out necessarily losing in the matter of 
conservatism, 

It may be asked how the bond dealer 
can lay aside any restrictions and yet 
maintain that conservatism that must 
needs be exercised before offering an 
issue of securities to the public. The an- 
swer is in the simple fact that the past 
few years of financial experience have 
taught many investment bankers so much 
that they are able to grasp an idea in a 
way unthought of a few years ago. The 
wide variety of things now presented to 
the public bears testimony to this state- 
ment. 

Take timber bonds as one example. 
While this class of security is not en- 
tirely new to the general public, it is not 
so very old. A few years ago the financ- 
ing of a timber proposition by offering 
securities to the public through the chan- 
nels of an investment house was un- 
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thought of. At that time many invest- 
ment bankers would have scorned the 
very suggestion of floating timber bonds 
among their clients. However, as the 
older timber propositions demonstrated 
the feasibility and safety of a well pro- 
tected bond issue, the houses began to 
take up the idea one by one, so that to- 
day there are a goodly number of first- 
class houses that would finance a timber 
bond issue after giving the matter the 
proper amount of consideration and plac- 
ing such safeguards around the issue as 
dictated by common prudence. 

This situation affords an excellent il- 
lustration of the idea that buying by rule 
is no longer in vogue among the bond 
houses, and of course is no longer the 
invariable practice among investors. 

A few years ago the offering of a block 
of timber. bonds would have been held by 
a large majority of the bond selling 
fraternity as a most radical departure 
from conservative lines on the part of 
the offering house. At that time many 
houses were almost wedded to the idea 
that the only safe course lay in the secur- 
ities of some old established and prosper- 
ous railroad corporation, or perhaps an 
industrial corporation of large and un- 
doubted earning power. They were gov- 
erned by a rule as to kind of securities 
they should or would handle, and in a 
large sense were going by the rule as to 
the condition of the business on which 
they would sell securities. Not a few 
felt that if they held to the old idea of 
demanding that any corporation which 
came to them for financial assistance 
should show a record for a long time back 
measuring up to the requirements as laid 
down by themselves, the law of conserva- 
tism would be fulfilled and they could go 
on indefinitely in that way and constantly 
add to their high reputation. 

Times have changed, however, and the 
investment world changed with them. It 
is true that a few cards may still be found 
in the advertising columns of the papers 
stating that so and so are investment 
bankers and sell high grade bonds, but 
the large majority have bestirred them- 
selves into some real activity to get the 
business that under the fierce competition 
of the day can only be won by the most 
strenuous exertions. 

The change that has come about in the 





THE MAGAZINE OF WALL STREET. 


situation so far as the investment dealers 
are concerned shows, as has already been 
suggested, in the breadth and variety of 
undertakings that are nowadays financed 
and offered to the general public—all be- 
cause the dealers have changed their po- 
sition to meet the manifest changes which 
have been evident among security buyers. 
Large numbers of these latter have been 
educated away from the idea of buying 
by a rule, and have been trained to the 
idea of buying on special judgment of 
each case as it arises. 

The banker gains as a result of this 
education, and so does the investor. It 
enables the banker to go somewhat afield 
for his offerings. As a matter of fact, if 
a cast iron rule were to be applied to the 
majority of bond offerings, say for in- 
stance the rule that the net earnings avail- 
able for the payment of interest should 
he equal to double the amount required 
for interest on all bonds outstanding, the 
banker would oftentimes find it impos- 
sible to take up some of the very best 
business. 

It is comparatively easy to invest money 
by rule if one chooses to do so. Anyone 
can follow the well beaten path of buying 
only securities that have stood the test 
of time, have met the most searching 
criticism and conform to a high standard 
—a standard, in fact, that precludes many 
excellent bonds. But slavish adherence 
to this rule shuts one out from some of 
the choicest investment offerings. Buy- 
ing in that way keeps the investor out of 
the anxious seat, it is true, but it also 
keeps him out of some very precious in- 
come. Every bond buyer that takes his 
investments by rule, demanding that 
things be just according to some precon- 
ceived notions, pays the penalty in re- 
duced income; for it is an accepted con- 
dition in the investment field that when 
securities become so safe that the element 
of risk is almost eliminated, they get 
down to the minimum income return. 

If an investor is too lazy or is incom- 
petent in financial affairs so that he places 
dependence upon a financial yardstick to 
measure the securities offered, he must 
expect to forego the pleasure that the 
wide awake and reasoning buyer experi- 
ences in the appreciation of his principal 
or in the bigger coupon. 

If an investor wishes to take three or 
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four inflexible rules embodying the most 
conservative ideas of what an investment 
should be, he will not only forego income 
but will have rather a hard time in se- 
lecting. The difficulty will lie in spread- 
ing his interests over a suitably broad va- 
riety of securities. 

Any bond dealer wil! attest the fact 
that there is a strong probability of over- 
stepping the mark when generalizing 
about investments. Take, for instance, 
the rule that has already been mentioned, 
buying bonds only when the net earnings 
over a period of years are double the in- 
terest charges. The bond buyer that 
sticks to this idea will miss some of the 
choicest offerings. The dictum is very 
well in some cases, but does not apply 
generally. Many an offering is made 
where net earnings are very stable and 
where they always reach a point leaving 
a suitable margin, yet they cannot quite 
reach that figure of twice the bond in- 
terest. 

There are still a few investors that 
have imbedded in their investment con- 
sciousness some such rules that will not 
be denied. For a few dollars that the 
figure of net earnings or net profits fall 
short they refuse the bonds. Anyone 
that knows anything about finance can 
appreciate the narrowness of such an at- 
titude. If the company shows a consist- 
ent earning power, well beyond the re- 
quirements of interest, and has a record 
which indicates that there is a minimum 
below which earnings will not fall, and 
this point gives a safe margin over in- 
terest, the funded debt of that company 
will prove a good investment three out 
of four times. It would be excellent, in- 
deed if the high standard of net earnings 
available for interest of double the re- 
quirements could prevail, but experience 
and the temper of the investment public 
have broken it down. You can find this 
condition in some railroad and in some 
public utilities corporation income ac- 
counts, yet these companies certainly do 
not offer the only attractive investments 
from various points of view. 

Or, as a further illustration of an arbi- 
trary condition, take the one that some- 
times is held up by certain investors with 
some financial knowledge and only a fair 
judgment, that the net quick or liquid 
assets of an industrial concern should be 
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always equal to the funded debt outstand- 
ing. By liquid or quick assets is meant 
those assets which are readily convertible 
into cash. By the net liquid or quick as- 
sets is meant the rer ainder after subtract- 
ing the sum of ali the current or quick 
liabilities—that is, those liabilities which 
must be paid in the very near future— 
from the sum of all the quick or liquid 
assets. 

Anyone that takes the pains to investi- 
gate this rule by applying it to many in- 
dustrial corporations having substantial 
amounts of funded debt, will quickly real- 
ize that insistence upon it narrows very 
appreciably the field of investments in 
this class of security. The rule is a good 
one, but, like others, cannot be followed 
implicitly or blindly without losing 
choice opportunities. There are many ar- 
guments that could be brought to bear on 
this particular rule in showing the unnec- 
essary stringency of such a condition. In 
some cases it would be next to impos- 
sible for the company to maintain such a 
standard. There are some _ instances 
where the mortgage indenture covering 
the company’s funded debt requires a 
minimum of net quick assets or work- 
ing capital, as this sum is otherwise 
called, but comparatively few where the 
high standard mentioned is required. 
There are a few concerns—for instance, 
some of the strong packing companies— 
where the working capital even exceeds 
the bonded debt by a large margin, but 
their securities do not stand as high as 
they should from this condition, although 
they rank very high. 

It is not intended to argue against a 
critical review of some of the funda- 
mental things that should be considered 
before purchasing investments, such as 
the standing of the company, its history, 
the character of the business, the effi- 
ciency of management in the administra- 
tion of the concern, the relative size of 
the total debt, the ability of the company 
to meet its obligations, along with other 
considerations ; but it is the intention to 
emphasize the fact that the personal 
equation should enter into the final analv- 
sis to such as a degree that all these ele- 
ments are given their proper weight and 
there is no arbitrary value placed upon 
any one. It is well nigh a fine art to do 
this, but it is profitable. 
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N the following table are arranged in order of yield the principal active issues of bonds 
listed on the New York Stock Exchange, the income being figured at the latest avail- 
able selling price for lots of 20 bonds or more. They are divided into groups, accord- 


ing to the grade and character of the bonds. 


This table will appear monthly, and will prove invaluable to bond buyers, as well 
as to brokers and to all others who are called upon to select or recommend investments. 
It is presented for purposes of comparison only, and mention of a bond issue is not to be 


construed as a recommendation. Our object is merely to show the relative yield of differ- 


ent bonds of each of the several classes. —«_ 


(1) High Grade mortgage bonds, many of which are legal investments for New 
York State Savings Banks. 


Interest Price. 

Description. Due. Period. Sept. 13. Yield. 
Chic., Rock I. & Pac., ref. g. 4s............ Ap., 1934 A—O. 87 4.98 
B. & O., P. L. E. & W. Va. Sys., ref. 4s...... N., 1941 M.—N. 89", 4.66 
Un. Pac., Ore. Short L., guar. ref. 4s........ D., 1929 J—D. 92% 4.64 
Balt. & Ohio Southw. div., Ist g. 3%s........ Jl, 1925 J—J. 891% 461 
errr rere Ja., 1996 jJ—J. 87% 4.57 
GCoberete @ Bem Bat @: GW, 6 sas sc isbascde veces F., 1929 F.—A. 94 4.51 
Ches. & Ohio, gen. g. 434s...............45- Mh., 1992 M—S. 100 4.50 
Oregon-Wash. Ist & ref. 4s............0065 Ja, 1961 jJ—J. 90% 4.49 
eebent GE Gi, WOMB: Gs BBs oe ck vec cedccveds N., 1945 M.—N. 109% 4.47 
Wisc. Central, 50-yr. Ist gen. 4s.............. ji, 1949 J—J. 92 444 
St. Louis S. W. Ist g. 4s. bd. ctfs............ N., 1989 M—N. 90% 4.44 
L. & N., Atl. Knox & Cin. Div., 4s.......... My., 1955 M.—N. 1% 4.42 
Un. Pac. Ore. Ry. & Nav. cons. g. 4s........ Je. 1946 J—D. 93 4.40 
ey nO NOY DOGS. . 5 cic cine cc cdicccceches ji, 1925 J—J. 91% 4.39 
ey eS ® Se ee ey ere Ja., 1955 J—J. 93% 4.39 
Chic. & N. W., Mil. Spar & N. W., Ist gu. 4s. Mh., 1947 M.—S. 93 4.39 
Chic., Mil. & Puget Sd., Ist. gu. 4s.......... Ja. 1949 jJ—J. 93 4.39 
aes ig I SI, BGs cain en scan ncuee ji, 1949 J—J. &4 4.38 
pees: Cok. let wel: Geis is os sceccccecses N., 1955 M.—N. 93 4.36 
So. Pac., Cent. Pac., Ist ref. gu. g. 4s...... Ag., 1949 F.—A. 9434 431 
ee as a idive da abes Mh., 1958 M.—S. 9414 4.27 
mt dee, Sat te, Obi ciccin cc ecsiaes Je, 1952 M.—S. 95 4.26 
Northern Pac. gen. lien g. 3s................ Ja. 2047 Qu.—F. 69 4.25 
Mo. Kansas & Texas, Ist g. 4s............... Je, 1990 J—D. 9434 4.23 
Chic. & N. West., gen. g. 334s.......:.... N., 1987 M.—N. 83% 4.23 
Gt. Northern, Ist & ref. 414s. Ser. A........ ji, 1961 J—J. 10054 4.22 
To onc cbchuccnun cobaped ji, 1948 A.—O. 96 4.22 
ee ee er eee N., 1987 M.—N. 9534 4.19 
Union Pacific, Ist. & ref. 4s.:............. Je., 2008 M.—S. 95% 4.18 
Louisville & Nashville, uni. g. 4s............ ji, 1940 J—J. 971% 4.15 
Chic. Mil. & St. P., gen. g. 4s, Ser. A...... My., 1989 J—I. 96% 4.15 
Reading Co., gen. g. 48...........000.cceeee Ja. 1997 J—J. 9634 4.14 


Atch., Top. & S. Fe, gen. g. 4s..0..5...4055- O., 1995 A—O. 97% 412 
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Norf. & West. Ry., Ist cons. g. 4s.......... O., 1996 A—O. 971% 4.12 
Del. & Hudson, Ist & ref. 4s................ My., 1943 M.—N. G8 4.11 
Novthera Pac. prior -L' @ 4..;.....605.-0%0 Ja., 1997 Qu.—J 97% 4.10 
ae ee Re ee eee ji, 1997 J—J. 86% 4.08 
Se EE OE AR oc atannnsassdsen autres ji, 1947 J.—J. 9914 4.04 
N. Y. C. & H. R., West Shore, Ist 4s. gu.... Ja, 2361 J.—J. 99oY, 401 
Del. & Hud. Alb. & Sus. conv. 3%s.......... Ap., 1946 A—O. 91 3.99 
Pitts. C. C. & St. L., Ser. E., 3%s. gu. g... Ag., 1949 F.—A. 9514 3.73 
Se, Gk WU ONE aac caccevan ce ses Ja., 1913 J.—J. 100% 2.98 


(2) Collateral trust bonds selling at prices celative to the great value of the un- 
derlying collateral. 


ile, Rad: & Pee, Be Bi Go. ss cose eiciscs N., 2 M.—N. 68% 581 
Ge. Nos., GB. B G-GeABE Ge oo wc cecccesce jl, 1921 J—J. 95% 4.58 
Bete, Pelee. CO Ge BG, 50 he Fivd ce csecveses F., 1951 F.—A. 91 4.49 
Se See, COE, SIRS. onan cdcensneveress F., 1998 F.—A. 80 440 
Atlantic Coast Line, L. & N. coll g. 4s........ O., 1952 M.—N. G4 4.32 


(3) Convertible bonds having no mortgage lien whose quotations are governed 
largely by the price changes of the stock into which they are convertible. 


rrr F., 1930 F.—A. 93% 5.05 
Del. & Hudson, 10-yr. conv. deb. 4s.......... Je., 1916 J.—D. 97% 4.69 
a, Se. GON. Se Bee, A... osc ccccsccese Ap., 1953 A—O. 88 4.66 
ee, Ful, Co, BFR. COBY. yo. icc cccesss Je. 1929 M.—S. 4 4.49 
N. Y., N. H. & H.,.conv. deb. 6s............ Ja. 1948 J.—J. 128 444 
Atch., Top. & S. Fe., conv. 4s (issue 1910).. Je, 1960 J.—D. 104 3.82 
Union Pacific, 20-yr. conv. 4s............... jl, 1927 jJ—J. 102% 381 
he oe Re ON ee ee Je., 1955 J.—D. 108% 3.63 
Atch., Top. & S. Fe, 10-yr. conv. g. 5s...... Je., 1917 J—D. 10734 3.39 
Norf. & West. Ry., 10-25-yr. conv. 4s....... Je, 1932 J.—D. 115% 2.96 


(4) Debenture bonds most all of which are selling on high level because of the good 
general credit of the respective companies. 


Chie.,'R. I & Pac., D-yr. deb. Se. ...... 00. Ji, 1932 J.—J. 91% 5.71 
EE EE LEE EE a S., 1928 M.—S. 92 4.72 
i Me Tons cancecen ace ese My.. 1931 M.—N. 91% 4.66 
Chic. Mil & St. P., 25-yr. deb. 4s............ Jil, 1934 J—J. 91 4.66 


N. Y. Cen. & H. R. deb. g. 4s.............. My. 1934 M.—N. 93% 4.50 


(5) Semi-investment bonds, many of which are general mortgages, often classi- 
fied as “business man’s” investments. Income yield is reasonably definite index of 


relative worth. 


EAS AS DR jl, 1947 J.—J. 50 7.19 
St. L. & S. F. R. R., gen..15-20-yr. 5s........ My., 1927 M.—N. 84 6.54 
EE EE I, MS Sn catesn asad ane O., 1949 F.—A. 78 6.36 
Se.L., Ir. M. & S. ani. & ref. g. 4e..:....... ji., 1929 J.—J. 79% 5.94 
Wabash, Ist ref. & ext. g. 4s.............5. JL, 1956 J—J. 69% 5.94 
ee OS 8 ee re Mch., 1945 M.—S. 72 5.90 
Mo.,:.Pac.; 1st & ref: comv. 5s... ....0..000 cc S. 1959 M.—S. 86 5.84 
ee ee 8S ee eee Ji, 1950 J—J. 65 5.77 
St. L.& S. F.K.C., Ft. S. & M. Ry., ref. g. 4s. O., 1936 A—O. 78% 5.67 
BR gg LI UG OO Mc as d's 0 os sc bceceve Je 1932 J.—D. 80% 5.66 
Serer ee .. 1959 M.—S. 77 5.34 
St: L. & San Fran. R. R., ref. g. 4s......... ji, 1951 J—J. 78% 5.32 
Southern, devel. & gen. 4s, Ser. A............ Ap., 1956 A—O. 78% 5.28 
Rass. City So; rel, @& tame, SB... 2. cc esccece Ap., 1950 J.—J. A 5.20 
ee eS a err ee Ja., 1996 ot 77% 5.18 
Mo., Kansas & Texas, 2d: g. 4s.............. 2” 1990 —A. 80% 5.02 
, EOS See ere » 1939 F.—A. 99% 5.02 
Norf: Southern, Ist & ref. 5s.............. F.,. 1961 F.—A. 501 

lorado & Sou. ref. & ext. 4%4s............ My., 1935 M.—N. 95% 4.86 

ee ee Se ere er O., 1952 A—O. 86% 4.76 
NEE SOR ONE ME BB ink is cca nececesvevce Jl, 1994 jJ.—J. 105% 472 
‘N. ¥., W’ches. & B. Ist, Ser. 1, 444s.......... Ji., 1946 J—J. 99014, 4.54 
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[This series of articles is intended to lay before the reader, in a brief but fairly 


comprehensive form, 


the outlines of the basic principles which must underlie all ef- 


forts to invest for profit, as distinguished from pure speculation on the one hand, and 
on the other hand from investment for income only. This branch of investment has 
been but little discussed, as most writers have turned their attention either to the field 
of investment for income only, or to the study of the merits of individual securities. ] 


III—When Should Bonds Be Bought for Protit? 


HILE either bonds or stocks may 
be bought for profit as well 
as for interest or dividends, 

the opportunities for this form of in- 
vestment are naturally fewer in bonds 
than in stocks. Under ordinary circum- 
stances the stock of a corporation bears 
the burden of risk, and as a compensa- 
tion it also has all the chances of in- 
creased profits. - 

Interest on the bonds must be paid as 
long as the corporation is solvent, but is 
fixed at a definite rate for the entire term 
of the bond. Dividends on the stock 
may be discontinued whenever necessary 
or desirable, but they may likewise be 
increased to any desired rate. 

Such a legal division of risks and in- 
come naturally limits the possibilities of 
profit on the bonds, since they never can 
participate in the prosperity of the com- 
pany beyond their fixed rate of interest. 

An effort to straddle the situation is 
often made by issuing convertible bonds, 
which bear a fixed rate of interest but 
may be turned into stock at a specified 
price. Such bonds are especially desir- 
able from the point of view of the in- 
vestor for profit, because his interest and 
principal are secure, while at the same 
time the price of his bonds will follow 
the stock in any advance above the con- 
version limit; but this very desirability 
is usually discounted in the price, so that 
it may be difficult to buy convertible 
bonds low enough to suit. Such issues 


are always worthy of careful watching, 
however. 

On the other hand, the investor for 
profit will often prefer bonds to stocks, 
because his principal is assured at ma- 
turity—provided, of course, the company 


remains solvent. if his bonds were well 
selected in the first place, he need not be 
disturbed by any decline in price. The 
worst that could happen to him under 
such circumstances would be that he 
might have to hold his bonds, receiving 
the interest thereon, until maturity or 
until improved financial conditions 
brought the price up again. This fact 
might contribute to the investor’s peace 
of mind in times of unexpected trouble— 
a point always worthy of consideration. 

Moreover, there is usually a time in the 
development of any business enterprise 
when the bonds afford the investor for 
profit a better opportunity than either 
preferred or common stock—better be- 
cause safer and because including assured 
interest as well as possibilities of profit. 

The investor will often ask, “Should I 
confine myself entirely to listed bonds or 
should I consider also especially at- 
tractive issues of unlisted bonds?” 

The answer must be that he should 
confine himself to bonds having a fairly 
active and satisfactory market, whether 
listed or unlisted. The mere fact of list- 
ing is of little value, except as guarantee- 
ing the legality of the bonds, and in near- 
ly all cases this can be easily ascertained 
in regard to any unlisted bond also. 
Otherwise, an inactive listed bond has no 
advantage over an inactive unlisted bond. 
As a rule, listed bonds are likely to have 
a better market than unlisted, other 
things being equal ; but the question of a 
good market is the one to be considered, 
regardless of listing. 

Large and well-known corporations, 
whose business and accounts receive the 
fullest publicity, are especially desirable 
in investing for profit, and their bonds 
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will usually be listed and will naturally 
be found to have a satisfactory market. 
A bond on which the bid and offered 
quotations are more than one point apart 
will generally be undesirable for this 
purpose. 

In buying any bond, the first subject 
to be considered is security. In investi- 
gating this, the situation of the company, 
as a whole, must be gone over. The per- 
sonnel of the management, the affiliations 
of the corporation with other companies, 
property owned, total bonded indebted- 
ness, capitalization and its relation to in- 
come, the physical condition of the prop- 
erty, are all to be looked into carefully. 
This information may be easily obtained 
from various monthly and yearly man- 
uals. 

The most important consideration is 
the “margin of safety,” or the excess of 
earnings applicable on the bond over the 
interest requirements for that bond. 
Earnings are more important than assets, 
because the assets behind a bond gen- 
erally get the greater part of their value 
from their connection with the company 
as a going concern. 

The next question is the rank of the 
bond, or its priority of claim as com- 
pared with other issues by the same com- 
pany. The general principles in regard 
to the relative positions of various bond 
issues are briefly stated as follows by 
Chamberlain in “The Principles of Bond 
Investment” : 

“The secured obligations of a corpora- 
tion are superior to the debenture; lien 
security is surer than guaranty; lien on 
realty is stronger than lien on personal- 
ty; realty that is merchantable, or that 
has its own independent earning, makes a 
better lien than realty that cannot read- 
ily be sold or that has earnings depend- 
ent upon the cohesion of the entire prop- 
erty. A first mortgage has a better claim 
than a second; a second than a third; 
primary liens anticipate secondary liens, 
and secondary liens anticipate junior 
liens.” 

In the considerations of earnings ap- 
plicable on a bond or other security to 
be purchased, the investor for profit will 
naturally pay more attention to probable 
future earnings and may often be satis- 
fied with a smaller margin of safety in 
current income as compared with current 
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interest requirements, than would the 
investor for income only. 

The investor for profit is seeking to 
identify his interests with a growing 
property. A bond issue by such a com- 
pany showing only a moderate excess of 
earnings over interest will prove actually 
safer, if the investor’s ideas in regard to 
the future of the company are correct, 
than the bond of another company upon 
which much larger current earnings are 
applicable, but which runs a risk of a 
falling off in earnings during subsequent 
years. 

At the same time the bond of the 
young and growing company will sell at 
a lower price than that of the company 
which has reached its fullest develop- 
ment, as the latter will be considered a 
“seasoned” investment and will be more 
actively sought by investors for income 
only, who constitute far the largest class. 
The investor for profit credits himself 
with ordinary business judgment in esti- 
mating the prospects of the corporation 
whose securities he buys. He studies 
probable future earnings just as carefully 
as he does present earnings. 

This subject will be more fully dis- 
cussed later in connection with invest- 
ments in stocks. The particular ques- 
tion I am now leading up to is, Under 
what conditions are bonds more desirable 
than stocks as investments for profit? 

Long term bonds are, as a matter of 
plain necessity, the issues to show wide 
fluctuations. If a 5 per cent. bond is to 
be paid off next year, a decline of only 
two points below par would place it on a 
7 per cent. basis, while an advance of 
two points above par would reduce it to 
a 3 per cent, basis. Under such condi- 
tions only slight fluctuations are possible. 

The longer the term, the greater the 
fluctuation; but beyond fifty years the 
influence of the time of maturity upon the 
basis of yield becomes so slight as to be 
unimportant. A 60-year 5 per cent. 
bond on a 4% per cent. basis costs 110.34, 
and a 100-year bond, 110.98—an addition 
of only .64 of a point for the 40 years 
additional term. 

If, however, a bond is bought at a dis- 
count below par, as will nearly always 
be the case in investing for profit, the 
shorter the term the better, if other con- 
ditions are satisfactory ; for the approach 
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of maturity will then work in favor of 
the investor. 

For example, if a satisfactory 5 per 
cent. bond having ten years to run can 
be bought at 90, the price will advance 
(other factors remaining the same) one 
point each year during ten years. Thus 
if the investor holds the bond throughout 
the entire period, he will get a shade 
over 5% per cent. interest on his invest- 
ment and an additional profit of ten 
points. In the meantime, if more favor- 
able conditions bring his bond to par be- 
fore the ten year period is up, he has the 
option of selling the bond and looking 
around for another equally good oppor- 
tunity. 

In figuring bond values the investor 
will naturally consult the bond tables, 
which show at a glance the actual yield 
at different rates of interest for all ma- 
turities. In the case of a stock, as it has 
no maturity, the yield is figured by sim- 
ply finding what per cent. the annual 
dividends are to the price paid. A 6 per 
cent. stock bought at 87 yields 600 di- 
vided by 87, or 6.9 per cent. It does not 
matter what the par value of the stock 
may be, as this does not affect the yield 
on the investment. 

With the bond, the question of yield is 
complicated by the fact that the purchaser 
is to receive par at maturity, while he 
may have bought his bond above or be- 
low par. If he bought below par, he 
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makes a profit, so to speak, at maturity, 
which in the bond tables is distributed 
throughout the entire period between his 
purchase and date of maturity, thus rais- 
ing the yield on his investment. Like- 
wise, if he paid more than par, the pre- 
mium thus paid is distributed over the 
whole time, reducing the yield on his in- 
vestment.* 

One or two practical examples will 
show most clearly the circumstances in 
which the investor for profit would 
choose bonds instead of stocks. 

When the Norfolk & Western Railway 
was reorganized in 1896, a study of the 
map of the road and of the plan of reor- 
ganization showed great possibilities of 
earning power. Its lines tapped the 
rich soft coal and coke section in the 
mountains of western Virginia and the 
southern part of West Virginia, giving 
direct and easy transportation to tide- 
water at Norfolk, westward to Cincin- 
nati and Columbus, and northward up 
the fertile Shenandoah Valley to eastern 
Pennsylvania. The road also formed 
one direct line for through traffic from 
the great Eastern cities to Chattanooga 
and beyond, and another from Virginia 
and North Carolina to Cincinnati and the 
West. 

At this time, of course, neither the pre- 





*For a thorough discussion of the mathematics 
of bond values see Chamberlain’s “Principles of Bon 
Investment,” page 405 and following. 





--First con. 4% bonds 


Low. High. Low. 
1897..... 6754 80% 22% 
1898..... 74% 90 42% 
1899..... 87% 96 61% 
1900..... 9% 100 67 
1901..... 9% 104 82 
1902..... 99 104% 90 
- eae 101% 85 
1904..... 96 ot 85 
-1905..... 100 1 91% 
1906..... 8% 102% 90 
1907..... 86 99%, 70 
1908.....° 90 99% 74 
1909: . 98 100% 85% 
1910..... 96% 100 87% 
1911..... 97% 9934 8534 





Growth of Norfolk & Western Ry., as Illustrated by Prices and Dividends. 
Preferred stock-— 


7—-Common _ stock-—~ 


High. Div. Low. High. Div. 

48% 1% ) 17% sna 
O37 3% 11% 193% ae: 
74% 4% 17% boied 
83 4% 225% 4534 aaah 
92% 4% 42 61 2% 
98 4% 55 80% 2%% 
93% 4% 53% 76% 3% 
95 4% 53% 80% 3% 
96 4% 76 88% 34% 
96 4% 84 954% 44% 
90% 4% 56 92% 5% 
8&8 4% 58 86% 4% 
92% 4% 84% 102 44% 
91 4% 88% 1 5% 
91% 4% 99% 111% 5%% 
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ferred nor the common stock was paying 
any dividends, but the interest on the 
first consolidated 4 per cent. bonds had 
every appearance of being secure. Nev- 
ertheless, owing to the recent reorganiza- 
tion of the company and to the general 
dullness of business at that time, these 
bonds sold as low as 67% in 1897. 
Here was a suitable opportunity for 
the investor for profit who could take an 
unprejudiced view of the future of the 
company, as well as of the current out- 
look. The table herewith shows the de- 
velopment of the company as indicated 
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had begun to benefit from the company’s 
large earnings, being placed on a 3 per 
cent. basis in the middle of that year. 
In the panic of 1903, however, it sold at 
5334, and at 53% in 1904, giving the in- 
vestor ample opportunity to switch into 
that issue at a satisfactory price. Earn- 
ings on the common have increased 
steadily ever since, with the growth of 
the section served by the road and the 
constantly increasing demand for soft 
coal.and coke. It is now on a 6 per cent. 
basis, and its high price, including July, 
1912, was 118%. 





United States Steel—Prices of Bonds and Stocks Compared. 


Sinking of 5% bonds— -—-Preferred stock-— 7--Common _stock-—> 

Low. High. Low. High. Div. Low. High. Div. 
1903..... 65 87% 4934 89% 7% 10 39% 314% 
1904..... 6834 95% 51% 955% 7% 836 33% see 
1905... 92 99% 90% 107 7% 24% 43% “po 
1906. .. 95% 101% 9834 113% 7% 32% 50% 14% 
1907... 78% 99 79% 10734 7% 21% 2% 
1908..... 85% 103% 87% 11454 7% 25%. 58% 2% 
1909..... 102% 108% 107 131 7% 41% 947% 2%4 7% 
1910..... 101% 105% 110% 125% 7% 61% 91 5% 
1911..... 100 106% 103 121% 7% 50 &2% 5% 











by prices of the bonds and prices and 
dividends on the two classes of stock. 

In 1897, dividends on the preferred 
stock, though probable, could not be said 
to be assured. Hence it was a medium 
for the speculator rather than the in- 
vestor. But the bonds, bought at or be- 
low 75, yielded a safe 5% per cent. 
with good prospects of improvement. 

In 1900, the bonds reached par, at 
which price the opportunities for profit 
had practically disappeared and the in- 
vestor for profit would naturally dispose 
of them. In the meantime, the preferred 
stock, 4 per cent. non-cumulative, had 
reached a permanent dividend basis. As 
it was not yet “seasoned,” it could have 
been bought as low as 67 in 1900, the 
year when the bonds would probably 
have been sold. In two years more the 
preferred stock sold at 98. The investor 
might naturally have considered 95 a 
suitable price on which to take profits on 
a 4 per cent. non-cumulative stock. 

By this time, 1902, the common stock 


An investment of, say, $750 in a bond 
at 75 in 1897, sold for $975 in 1900 and 
reinvested in preferred stock at 75, 
closed out again at 95 in 1902 and put 
into the common at, say, 60, in 1903, 
would now be worth over $2,300, in 
addition to having earned interest vary- 
ing from 5 per cent. to 6 per cent. 
throughout the entire period. And at no 
time did the investor hold any security 
of a lower grade than that ordinarily 
designated as a “business man’s invest- 
ment.” 

Another interesting example may be 
found in the sinking fund 5’s of the U. S. 
Steel Corporation, as illustrated here- 
with in the second table. These bonds, 
placed on the market in 1903, sold as low 
as 65. The preferred stock was then 
paying regular dividends of 7 per cent., 
but its low price of 4934 in that year 
showed plainly that investors regarded it 
doubtfully. It would not be selected by 
the investor for profit, but would be left 
to the speculator. 
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There was no serious doubt at that 
time that the sinking fund 5’s would be 
easily taken care of. If the investor for 
profit had bought them at 75 in 1903, he 
could have realized par for them in 1906. 
It may be assumed that he would do this, 
as par for a 5 per cent. industrial bond 
does not leave much chance for further 
appreciation. 

By this time the preferred stock was 
on a sound basis, and in 1907 an oppor- 
tunity was afforded to buy it at as low as 
79%. It touched 131 in 1909, but the 
investor would doubtless have taken his 
profit before that figure, which was evi- 
dently pretty high for a 7 per cent. in- 
dustrial stock. 

Whether these profits should have 
been reinvested in Steel common would 
be open to debate. That issue is almost 
too highly speculative for the purposes 
of the genuine investor for profit, yet 
many conservative business men have 
bought and are now holding it. Its par- 
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tial dependence upon the tariff is, of 
course, an unfavorable feature. 

These examples, which might be mul- 
tiplied almost indefinitely, serve to show 
the period in a company’s development 
when its bonds may be bought for profit 
as well as interest. In a word, the bonds 
are to be purchased at the time when the 
preferred stock has not yet reached an 
assured position in the matter of regular 
dividends. 

In the growth of the company, the 
bonds are the first to be brought up to 
the point where they are nearly inde- 
pendent of earnings and their price is 
chiefly determined by the condition of 
the money market; next the preferred 
stock comes up to a similar position ; and 
finally the common stock arrives at the 
same plane, as has long been the case 
with such stocks as Chicago & North- 
western, Delaware & Hudson, Lacka- 
wanna, etc. 

(To be continued.) 
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The Constant Pressure on High-Grade 
Bonds. 

The most acute phenomenon of the in- 
vestment markets today is the constant 
pressure on high-grade bonds. There seems 
to be an irresistible tendency in the large 
majority of issues of this kind to decline 
in price. Very few who have held this 
class of security for more than two years 
can sell now at the purchasing price. The 
leaden character of the market for high- 
grade bonds. is the despair of the bond 
traders. For more than three years every 
recommendation to buy in the belief that 
bottom prices had been reached on the 
standard bonds has been shattered as a 
prophecy and discouraging softness in the 
market has been the chronic condition. In 
not a few cases prices have tumbled one 
and one-half to three points in three months. 
Some of the most alert traders in the busi- 
ness have ventured time and again to pick 
up supposed bargains, but the expected re- 
actions upward have not materialized. 
With patience exhausted it has been hard 
to get out even to say nothing of profit. 
The long drag has set at naught some of 
the best judges of the market. Whatever 
may be the technical explanation of the 


condition, the certainty remains that this 
type of security has been faring badly in 
the competition for capital. One of the 
most shining examples of the class that 
has suffered in this fashion is New York 
City 4% per cent. bonds. They have per- 
sistently held up to prices at or above par 
until recently when some good sized trans- 
actions were made at fractions below par: 
There may have been some special circum- 
stances that brought about several large trans- 
actions at such recessions, but it has been the 
general pressure on securities of this class 
that brought them to a point where the 
price was so vulnerable. when a compara- 
tively small block was pressed on the 
market. 


New Financing by the Railroads. 

Large crops and the prospects that they 
represent have stirred up talk on the 
subject of railroad financing. The question 
is being asked whether the railroads will 
be any more successful in marketing their 
funded obligations at satisfactory prices 
than they have been for several years past. 
For a long time every road that could not 
afford to submit to a heavy penalty in poor 
prices for new bonds has resorted to notes. 
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The railroad financing over the past five 
years is a striking commentary on the condi- 
tion of the bond market. Now that there 
are excellent prospects of earnings increas- 
ing to a point where every healthy rail- 
road property can make a good showing 
it is very likely that every favorable mo- 
ment within the next few months will be 
utilized to do some financing that will 
serve for a long time. Not that the condi- 
tion of many railroads is such that they 
would not be justified in seeking new capi- 
tal under reduced earnings; but the fact 
remains that declining earnings, though far 
from any danger point and though equal 
to heavier charges, weaken the position of 
the corporation when seeking new capital 
in the security markets. If the good times 
prophesied for industry and railroads ma- 
terializes we may expect to see some sub- 
stantial railroad financing at the flood tide 
if at all. By that time it is likely that 
money will again have accumulated in bank- 
ing centers so that the machinery for put- 
ting out the large issues will be in good 
condition. Under such favorable conditions 
the roads can not only easily market their 
issues, but will get something like satisfac- 
tory terms. 


Scaling Down of Prices on Offerings. 


Comment has been made on the fact that 
in the monthly circulars put out by a num- 
ber of the bond houses there is a marked 
scaling down in the offering prices of some 
of the most attractive bonds. Repeated 
offerings and little response sometimes 
make the sellers a little weary and in order 
to get things off their shelves they offer 
them down a little. A fractional recession 
in the offering price of a bond does not 
mean much in the matter of increased in- 
come for the purchaser, but if the house 
has a considerable block taken from it at 
the lower figure it means a substantial dif- 
ference to it. After a few months any house 
will want to clear out some of the old things 
that have been on the shelves, for every 
house knows that newness of a thing in 
the security market has its value as a sell- 
ing force, if the thing be something of un- 
doubted worth. It is surprising, too, that 
the change of a small fraction in the of- 
fering price will oftentimes bring in a 
certain number of investors who have reso- 
lutely set their maximum price. The sell- 
ing department frequently meets with an 
investor who says he will pay so much for 
certain securities of which he thinks well, 
but he will go no higher. A little softening 
of the price brings him in. Doubtless a 
goodly number of current offerings will 
disappear into investment tin boxes because 
of the existence of such idiosyncrasies 
among buyers. The scaling down of certain 
bonds, slight though it be, is also pretty 
fair evidence that some of the houses would 
like to clear their shelves further even at 
concessions of a quarter or a half of a point. 
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Business Revival and Betterment in Indus- 
trial Bonds. 


Just as the income account of the average 
industrial corporation is sensitive to the 
fluctuations in the economic and  busi- 
ness world, so the market standing of the 
bonds of most industrial corporations re- 
sponds to the changes in the income ac- 
count. If all accounts of the impending in- 
dustrial revival be accurate, and there is 
good reason to believe they are, there are 
some handsome profits to be made in the 
industrial bond list. Expanding earnings 
create sentiment which reacts favorably on 
a company’s securities. As many of the 
industries have weathered the past three 
years of dullness without endangering their 
funded debt they certainly are full of prom- 
ise when business.bears the earmarks of 
development as at present. The industrial 
list shows some real cheap bonds, that is 
to say, bonds that are from two to four 
points and even more under their higher 
prices of three years ago. There is un- 
doubtedly something to be gotten out of 
the purchase of some of the steel bonds 
now, inasmuch as that industry pre-emi- 
nently is feeling the full force of the revival. 
Steel mills are booked for six months ahead 
and it would be foolish to expect deliveries 
of orders given now in less than four 
months. Under such conditions in that par- 
ticular branch and the contagion of pros- 
perity spreading to other industries, it seems 
as if the opportunist in security buying has 
before him once more the psychological 
moment. 


Hints to Investors. 


The bond that has to be accompanied 
by a bonus of stock is no investors’ prop- 
osition at all—it is a speculators’ considera- 
tion purely and simply. No security worthy 
of the name of bond has to be accompanied 
by any such inducement. It can be sold on 
its investment merits strictly. 


Bonds issued for the purposes of con- 
struction of an enterprise are not always 
wise investments for the average buyer. 
There are some excellent securities among this . 
general class of investments, but generally 
speaking there is too much risk for anyone 
except the class of investor broadly termed 
a business man. 


Unless you understand reasonably well the 
principle of amortization of investments, that 
is, making allowance for the automatic decline 
in the market value of your bond each year, 
rather buy a bond below par than one at a 
premium, as the former will gradually work 
to par as the bond comes near maturity. 


“What the Investor Should Know About 
Bonds,” a new and attractive booklet on the 
subject of investment education, issued by 
the Bond Department of the Guaranty Trust 
Company, New York, is well worth reading. 
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How the Partial Payment Plan Works 


By GARDINER S. DRESSER 
Lecturer at Finance Forum 
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HE Partial Payment Plan is a 
method of buying securities on in- 
stalments. 

You give your broker an order to buy, 
deposit with him part of the cost and 
then pay the balance in equal monthly 
deposits. 

For instance, you buy one share of 
American Smelting & Refining Co. pre- 
ferred stock, costing around $109. You 
deposit $30 at once, and then pay $5 on 
the first of each month. At the end of 
about fifteen months, you will have paid 
in full for the stock and will receive the 
certificate registered in your name. 

The terms vary according to the se- 
curities bought. The initial deposit re- 
quired is given below: 


On stock selling 


$100 denomination 
500 of 
1,000 ° 


The subsequent payments required are 
$5 a share a month on all stocks bought 
at prices above 30, and $3 a share a 
month on all stocks bought at prices be- 
low 30. The payments on each $100 
bond are $5 a month; on each $500 bond, 
$25 ; and on each $1,000 bond, $50. 

The actual working out of the Partial 
Payment Plan can best be seen by exam- 
ining a specimen statement. The table 


herewith is the reproduction of an actual 
account taken from the broker’s ledger. 

Analyze the statement. You will find 
that this investor completed payment at 
the end of eleven months, having paid in 
a total of $712.87 and allowed the divi- 
dends to remain in the account. 

The dividends amounted to $50. The 
interest charged amounted to $15.37. 
The balance received in dividends over 
interest charges was thus $34.63. The 
average amount on deposit for a year 
was $471.90. The excess of dividends 
over interest of $34.63 was 7.34 per cent. 
of the average amount invested. This is 
a higher rate than the investment yield 
would have been had the stock been 
bought for cash—6.69 per cent. It is, of 
course, much larger than the rate which 
would have been received on similar de- 
posits in a savings bank. 

The reason is that the investor was 
charged 6 per cent. interest at the be- 
ginning on only $547.50 and thereafter 
on diminishing amounts, while he was 
receiving interest at 5 per cent. on $1,000 
at the beginning and all the time. 

Another point this particular account 
brings out. This investor bought at an 
unfortunate time—just on the brink of 
a break. Before October 31, 1911, Steel 
had declined to 50. At this price, there 
was a paper loss of 2454 points, or, 
counting commission and interest, 25% 
points. He had deposited 2634 points 
protection, including the dividend. Thus 
there was less than 1 point difference, a 
protection which would have been in- 
sufficient if on margin, and which would 
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HOW THE PARTIAL PAYMENT PLAN 


A Specimen Partial Payment Account. 




































































Debit. 

10—10 USS 7454.......... $747.50 

Sl— Interest. .....ccccccece 2.00 

$749.50 

Si—BDalames. .... 02. cceceee $549.50 

SD —Jaberest. .. cecccccceses 2.50 

$552.00 

W—Balamce. .....cesescces $439.50 

RTT 2.27 

$441.77 

S1— Balance. .......scccees $391.77 

SD—Teberest. oso. ccccccscce 1.96 

$393.73 

Sp -aPGS «ov ccc cccccces $343.73 

FR FMGIEEE. cv cccsccccces 1.78 

$345.51 

S$i—Balance. .........cces $283.01 

Sh<Febaseet. 5... ccc cceseces 1.47 

$284.48 

94 IMASS. .. 5 cc ccsccces $284.48 

eS eee ee 1.15 

$285.63 

FD-<TNOMEE. 6 6 o's cc cecseces $185.63 

Deo RIMONE o's 05 00-6eceeens 97 

$186.60 

ET $124.10 
IED. onc bcc canesceat ‘ 

$124.73 

SASS, 0.6 00 cevcdiiccce $124.73 

TE ER, o6cevcacaseees AO 

$125.13 

Si-~-Balance. .. os ciiceccsces $75.13 

, Ee ere err 14 

$75.27 

eT eee $12.77 

“ —Registered mail........ 10 





1911. 
Aug. 9—Check 
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WORKS. 


i A a 


Sept. 1—Check 


» 30—Check 


29—Dividend 


30—Balance............. oh x 


Oct. 31—Check 


Nov. 29—Check 


Prat <0 ds shdeecken 









































Dec. 30—Dividend 
- BE, £0 6ccnenebeeséees 
@ + FP b 6 Scie twavivese 
1912 
Toms, SR TNMs. 0.0 ccccccvccess 
$284.48 
a eo 4i's oda od sdaas $50.00 
© . SI cc nctnendeseucnen 50.00 
BRE, Ccccsesapened . 185.63 
$285.63 
Mar. 30—Dividend............... $12.50 
a rrr 50: 
— 8 eee - 124.10 
$186.60 
Apr. 30—Balance.........++++++: $124.73 
$124.73 
iat Der aiices 20s ecatherdus $50.00 
a RS 75.13 
$125.13 
Frame  b—-Cnees 0.2 oc occecece cents .00 
“ 29—Dividend..-.......+++--+: 12.50 
_—— see eeerer rrr 12.77 
$75.27 
July 3—Check........ccseseeees $12.87 
«" 5—10 USS. Del’d 
$12.87 
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undoubtedly have caused the placing of 
a stop loss order and its execution. But 
instead of having been sold out at the 
bottom, as he would have been on mar- 
gin, he was carried through the trouble. 
The stock recovered, and about a month 
after he had completed payment it sold 
above his purchase price. 
Now, he would have been carried 
through a worse break. Had Steel in the 
same decline smashed to 40 or to 30 or 
lower, he would not have been sold out. 
He would have been carried through any 
break, no matter how severe. The Par- 
tial Payment broker, in consideration of 
the regular monthly payments, agrees ex- 
pressly to hold the securities subject to 
the customer’s orders while he is making 
payments according to the requirements. 
It may be said that the terms as to 
both initial deposits and monthly deposits 
were determined upon after a study of 
the maximum fluctuations of bad mar- 
kets. How they afforded the broker pro- 
tection in the abrupt decline of last sum- 
mer and fall has already been illustrated. 
They would have afforded the broker 


protection in the 1907 panic. Admitted, 
that worse panics may come in the fu- 
ture, but against the chances of small 
losses on a few individual accounts, the 
broker may count on the self interest, not 
to mention honesty, of his clients, to dic- 
tate a continuation of the monthly pay- 


ments. For a small amount of cash, an 
amount smaller than many margin calls, 
and an amount not unexpected but 
planned for, the client can retain his 
stock, instead of abandoning with it all 
hope of recovering his loss and making 
a profit. There will be recoveries from 
the panics of the future as there have 
been recoveries from the panics of the 
ast. 
. The broker further safeguards himself 
by the right to refuse an order for the 
purchase of a stock which he regards as 
dangerous. 2 
Declines do not draw upon the Partial 
Payment broker’s capital to any great 
extent. While the decline of United 
States Steel common from 745% to 50 
called upon the reserves to carry the par- 
ticular 10 shares in the account examined 
above, and other contemporaneous pur- 
chases, it brought in additional funds on 
the new purchases which were made all 
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the way down and at the very bottom. 
At the lowest point reached in October, 
1911, there was an average equity in 
Partial Payment accounts of nearly $25 
a share. 

Smaller requirements than those es- 
tablished would increase convenience, but 
at the cost of decreased safety. The 
equity in the Partial Payment accounts 
would at all times be less. The terms 
adopted are devised for the safety of 
both customer and broker. And this is 
an important thing for the customer to 
consider. When he leaves his stock and 
his money with the broker, he must be 
confident that he has a reputable broker 
and that the broker has a conservative 
plan. 

The account examined above is one in 
which an investor completed payment and 
took up his stock. The Partial Payment 
Plan allows the buyer to sell at any time. 
If he had bought Steel in October, 1911, 
in the 50’s, as many did, he could have 
sold later in the 70’s, as many have. This 
is speculation, legitimate speculaticn, on 
a safe basis. 

In short, the Partial Payment Plan 
gives the safety of cash purchases with- 
out their restrictions, the freedom of 
margin purchases without their risks. 

An examination of Partial Payment 
accounts covering the period from Janu- 
ary, 1911, to August, 1912, shows some 
interesting facts. 

The buyers have selected a wide range 
of securities—they have averaged over 
100 issues. The average price of the se- 
curities bought has been 64, and the aver- 
age number of shares carried for each 
customer about 14. The amount paid in 
has averaged 50 per cent. of the market 
value. Never below 39 per cent.; it has 
been as high as 59 per cent. 

The number of accounts closed by full 
payment and the number closed by the 
sale of securities have been just about 
equal. Of those closed by full payment, 
there have been more in which the final 
settlement has been anticipated than in 
which the settlement has been made in 
the regular way. In other words, where 
a balance of $75 still remained to be 
paid, the investor has often closed the 
transaction by one payment instead of 
by making three payments of $25 each. 

The accounts closed by the sale of se- 
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curities show curious results. There are 
some which took losses. Because they 
were given full protection during the 
period of payments, the only reasons 
why losses were taken must have been 
the same as those which lead investors 
with full paid certificates to part with 
them—either the belief that they can buy 
them back at lower prices, or the neces- 
sity of raising money for other purposes. 
Only the need of the money already de- 
posited can force the sale of securities 
carried on the Partial Payment Plan. 
The need of using future savings in some 
way other than as installments does not 
force a sale. For when a Partial Pay- 
ment investor defaults on a monthly pay- 
ment, his stocks are not sold out, but 
transferred to a margin basis. In almost 


all cases where this is done, the margin, 
the result of a large initial deposit and 
some monthly payments plus or less the 
changes in the market value, will be a 
great deal larger than the usual margin. 

Although there have been voluntary 
losses, the profits have been much more 


numerous. Over 70 per cent. of the ac- 
counts closed by sales have shown profits. 

The Partial Payment Plan is a new 
method, comparatively speaking, but it 
has been in operation long enough for 
the public to begin to grasp its full sig- 
nificance. 

The Partial Payment Plan will not 
make the market go up. It will not pre- 
vent the market’s going down. But it 
will enable the investor to buy stocks 
with a disregard of temporary fluctua- 
tions, for the sake of.a regular income 
and ultimate profits. 

Some criticism has lately been directed 
against “economic engineers” and others 
who have introduced innovations in 
stock market methods. This criticism is 
justified where claims of infallibility are 
made. Speculation and investment have 
always been, are now and will always be 
to some degree uncertain. But it is not 
true that speculation has not lost any of 
its elements of risk. The elements of 
risk have not been eliminated, but in late 
years they have been decidedly reduced. 

The Partial Payment Plan will not 
guarantee you a profit. But in reducing 
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your risks, it will give you a bigger 
chance of profit. 

Most persons who believe they are in- 
vestors are really speculators. They buy 
to sell at a profit. It is not surprising, 
therefore, that traders have used the Par- 
tial Payment Plan so extensively for 
speculation. 

Legitimate enough, this policy may 
nevertheless be short sighted. What is 
a ten point profit compared to the accu- 
mulation of good income bearing seturi- 
ties? Or, to adopt the idea of a specula- 
tive investment, what is a ten-point profit 
compared to the combination of accu- 
mulate income bearing securities and 
ultimate profits of 50 points? 

Lending itself, though it does, to spec- 
ulative purposes, the Partial Payment 
Plan is primarily an investment plan. Its 
aim is to facilitate the accumulation of in- 
vestment securities. It adjusts itself to 
every man’s means. It permits you who 
can save $5 a month to buy securities; 
you who can save $100 a month to buy 
more securities. It gives an incentive to 
saving, a system without which saving is 
difficult or impossible. 

It makes savings productive immedi- 
ately and continuously. You need not 
wait until you have saved before you in- 
vest. You invest while you save. And 
if you are at all farsighted, you will 
know that there is almost as much 
benefit in saving in order to invest as 
there is in investing in order to save. 

If you have a steady income out of 
which you can put aside a certain 
amount, large or small, if you will use 
the Partial Payment Plan as the means, 
if you will buy securities with the exer- 
cise of some judgment, if you will hold 
these securities and buy more, putting 
back the income derived from the securi- 
ties into more securities—if, in short, 
you adopt a system of saving and invest- 
ing and keep it up, you will accumulate 
wealth in a much shorter time than you 
or any one else imagines. 


Ep. Note.—We would be glad to hear 
from any readers as to the results they 
have secured by the Partial Payment 
Plan, or difficulties encountered, if any. 








iiiiimeniinieeioninanieeteen 


Aseuyusyesg e 





sdde 
“mp0 Boy JO SBulploy uo “sAIp epnhjoxe usa sBuyuseq 





| 
' 


**P3d (MB “1 “3S ‘opaoL 
syieg lnossiy 

SOM x 2 a ae] 

) [B4}ua, UISUOISI A 

p3d yseqe my 

*“""mod puBlAieRy Us9IS9 Ky 
“pyd usopsamy “}5) OBeo1y> 
pyd uorpy % oBeoyy 

wood a1 

"U19jIS9M FY ONLIUG “ZK “N 
**pyd “] 4S @ stjodeouury 
fesjua) “A *N 

wo? “TIS BD "D “aaa 
“pyd eputsy ofy F s9AU0q 
**WlOd UMYVION ® oBeoy) 
“**"0193S9M B “IVY “jo 
UJIUION eaI5) 

**psojueH BH ‘N “XA ‘N 
Woo sy1I9eq UsIYUVION 

woo “T 3S BD “D “48d 
wW0d UiaqINOg ® opei0jo 
woo [hed 3S 8 TA “OM 
‘ Sour] erueAlAsuuag 
WOd SEXd] PF sesuvy “ow 
**** sod sY1egG UisyyNnoS 
*eereees S9I8g UBIpeuEy 
OO F ss0unj eq 

pjd “OD pursy yoy 

Woo “GSiitd FF “Yow “yng 
uospnyT ® semejlaq 

woo "W'S 'S B'd 3S “uur 
“moo Aden YBiyo7] 
[Bsus SfourTT 


“9104S axe] Aq pajos;u0y at 
*(uiayshs “28g “UBD) "W'S ‘S ‘d § mn 0} peste] 

° “UOHezZUBsZI0N1 Zujosiapun mon 
“SBuruses diay [tM “pezeduos yusD “A ‘N WIM UoNseuU0> 


YOmN 


«PO 
“‘pyd 000‘ere‘or$ sumo ‘d aM x a | Ss “10OL &q *“1yu0R eee 


SSOONN -AWMOHMMBH AHHH HK UNDHOO 


£0 
89. 


‘a404S ae] qBnosyy “Bpy 4iZ/1 sjosyu0D 


‘sBYyo ‘PpxXj Use2 j,US2Op “Ym “SBT “MM S20UBUY PUB “13U0> 
“peieiduiod isn{ peor Mau sarrm 6/1] 
"OD [POD WORNeBaiZ26 *yD0e Psonpes ,,"duI 19410,, 
ax9 UEIpeue pus “O Bq “D ut Aymbs oBse; seyy 

O 8 ‘a “D pue spur ut sanimbe a3 
‘OD “‘Buusg Aq paljosju0>D gt aro 4 2ubys "mod pus Pa 
*Quewaseuem IH) 6 8 ‘a “D 4q peqjos3u0D 


‘9S8T OUI “sarp pred sey 


o. 


Se-nounnnes 


~~ 
“oe 
Tt 





Se Ne 


_ 
— 


-_ = 
a 


TAMAWMSSTPTOMAKBDAAGSNAMS 


as 


*saes puel %e “YU “A %Z ‘AIG 


SOUL] “I “YH JO 4038 JO %pG Sumo ‘oD ‘| * 
“AQ aaoge Sirenbo K+ 3 “wl0d par i 


‘28g “UBD Aq *13003) “%Z PAOGe a18Ys ‘WIOD pue 
"M8 “we “be sjqBur pue %O1 “ap “xe ‘2161 ae 
‘sk Styy pouses jou Ajqeqoid -aiq 
“S09 JaqIO JO “Inde8 OOO'90IZOE$ SPIOH 
*y4n0d susidng ut Bugpued ying 
*uolsuajxa oSea1y> Aq paonpes sBurusee yus00y 
“suusg Aq pe[joszu0a 


“2Uy] 380 “PY Aq payjosu0D 

“dyysseuMmo y903s Aq ‘NW LZ. o[fAsin JO j01}U09 sployy 
“Ayjenjuaas sBuyuses aFiepue ssapqnop [jim sfemqns 
“sIstq %¢ Uo mou “pg 


"%S 30 “Alp [nz Burked mou * - 
‘O B ‘S99D rc Pajfosjuey = “aatoeut Kon os 
‘216 


= 


SOTA OMONDPTK DAU TH HOnw 


PV ONHRONAOMWHTMDTODMN TOMY 
SFONAFHNRNNENSHAKAS ‘MONSAATN AWN 
= ° 


NASGFASEANDSMANHAANS NASSHKKNTASNAHN—CEKNNNSw 


—_ 
— 
— 


os 


ase 
“a 

a 

=a QQ 
tee 


wod ZuIpesy 
"OW B® syxvedesayy 
WOD ULIISIM BY HOJION 
wood U“OsIqaYy 


sae 
a 
—— 
os 


aur] WeOD Huey 
“*"}suBsy pidey uApjoosg 
Woo ULsqYINOG Aj sesuey 
***"to> ABMTIEY UisqInoS 
wiod ‘uely pidey Ay uray 
"**ml0d “M “S ® SiNo-y 35 
******moo AdTeA Buppooxy 
pyd “AY our] dry pseoqeas 


— 


SSSSAAKHHHHDHARANAAARNNSSSSESESSSCHHNUNNMGNR RK RM OOOOOCO 


COSONOH OOMAHAWEMANVHHAAAOM ST TOSCANMAOANACAN 


INN VET IMNOOTON 


| 


BHSONVANMAN DK SCSCANGMAN—DSEMOADNCASHDMN ANS —ANH—ORKO 
SBDOCSOMRACOMOONHONRACOCSCUOOCOSCOMAMNRANOKRSOHMOSCOCOCOSSSSSS 


= 


EVHAMNOOMACGORAAOHMMOASCSCDMVOMAHOMM TH MAH FAMACAUAMMAMOS 
* 
6 


SANHAMBDOWDAMAN -NH,O”’ SCH HD MMOMWNONDH KH OTOND 


TANS OTOOSORKANGNS (DHND NEO K HNN OENMAT AEST ONNS 
ph 4 


FONMNOHOMHAEKRATAVETA 
LH IABOWMTOSCSOHAUMS ‘SAW 


-_ 


“OI61 pezetdus0s UOtjezIUesIOIy 
“S2I0N 


NOSKKGBANSCNFAAUNMSSOSGHANDMSNANDNUR OND HEN H—NNS-—S-—TS5U9 


FON TOK VWNMS HDOMMMMODAMOOO HNVOVIMDOH DH HAOMOATIUMH- MO 


= 
an 
= 


I 
c16t “OI6T ~=“606I “B06I ‘2061 
Zutsnp ajep fue uo Surpus speolyiey 
4tah [eosy 103 sed uo eSeyasey P a 


AU] ,, JO ,, SBuyusey NO} 9q [Ta SPzz=5 
oq Pinoys UsA13 se “KINO S19": 94) U BORNE 
‘eoumeegayes jo SS Lssmepoe wo pepn 4 
3P0W BO “USD Jod oy 0} [ENE IBOA 94) 10} LIDIAAC ® $9382}pu} MOjeq semmZy 210700 —) ubve enclen 641 RLON 


SYIOIC JURZJOdW] jo sBuyUIeEY_ eANneIedu0y 


VOIGNI NIVDUVA AHL 


L 
g 
£ 




















WO2 Pl>W2q4S-sso[S 
LEW $yPped 
***M09 J94jBey [esjuay 
saupunoy [22S ‘Wy 
Woo [IO UOROD ‘wy 
*** "M09 JED [90IG pessasg 
‘oyeig sty “A 'N 
02 Butidg [991g Ataprey 
Wod sATOUIOI0'"T “wy 
**moo Aspunog ® 18D “wy 
(sz$ — 1addo> sassouuay 
‘ee* saddoy poyemesjeuy 
“CA ‘N) S85 pareprosuo) 
sees spyd oy yssngsyid 
cosecestectee™es UBM 
‘*pyd pag BR uosy ‘qnday 
see eeeeepid UBD UBIWwYy 
"se ****mO> Pty [euonEN 
***(O1$ sed) staddog yen 
‘woo ‘dwg 9 ‘weUy yey 
seteeesees WOT) UJOISO AA 
pjd peesury uenemy 
Tee OT ® PL wy 
"***M09 UI[OOM, UbOUYy 
*pyd adig uosy yep “SS “fp 
***moo dung Wea}g “Jejuy 
"**** "M09 JnIsIgT [BUOTIEN 
"*mOo “Way BUlOseD-"eA 
‘woo ‘UyaYy RF WeUS wy 
teeeeeees UBIUY GLUON 
WOd I4}99(q ssnoysuyss MM 
**moo Suruysy se3ng wy 
teeeeeses Q1IIDOIq [elauer) 
"** "M09 [BTWIY [B1auer) 
a40D BF Wr] Sey 8,a[doaq 
+r ees" OD YSBOD WyIDeg 
*pyd sjonpoig us0> 
wood Fonqsoy ‘sivag 
t+ee*** M09 JaaIS “Ss * 
pjd sadeg ® sd wus 
**mlod UOIT ® EN *ojo4 
"** SITPLINIEG .SJ91[SIC] 
sereeespad sodeq ‘i9,u] 
**aoidwmy @ Ayeay "Ss “O 
pyd saqitey] B epi “wy 
***M09 JOISIAI]T “19}uUyT 


oe eee em09 sq ‘$n 
**m0ds "Wey "Nsy ‘wy 
****pyd ‘dioy yep, “wy 
***"M0o J8Bng jog ‘uy 
" "pid PAy woysmpeg 


‘sBujuses “s9ut pjnoys jeu) euweurg seg ‘og Aq *“1;U0D 
‘ZI6GL JPY 38449 BLZ pousey 
“‘pesueyo “1A “ostg «SOU {[ 248 SBUlUIES [161 


1] 


HTT AUNODDHMAHHDAOHTHOIMNH THMmo 


oon 


Pitt 


—-—- MO 
BHOVNTAHOMOMMA-— HHO 


SITSCHKKNNGHSHOCEMOSCNAN 


” 


USCSCHHKSMACSAS ‘Gos 


"%6'S— perused “OD 18D “UBD aes Wosg JYOId ynOYNM ‘6061 


NST 


nammonad 


aaah 


SSESECCuUMMVNETemOSOooCoCCCO 


AVGVNAAUNKMANNSSS 


~ 


2 NO DDH, HMM DWH OH THIM MH D 


“‘soyne “sijm osTy 
Ty i°SAIp "WOD 103 apise 328 000'009S 

‘2161 “Sny “a1p LPPV “pps ssnydins wosy Ayaryo “oul 
“SouIm “XOPY PUL 9}INg J2q4}0 PUB BpuoseUY s/0sjU0>D 


— 


Ne 
— 


— 
PAMMANH -VoOQt<er 
MOEN SD -NOMO-wM 


“SIB91IE Ul “SAIC 


-- 
— 
-—-—- 


ASSHSOMGNSCAMMAINSSOV-—O 


N 


000'00S'Z$ ‘II6I U,cesdep “‘p3yD “sstasse ut “sai 


Tw Ol FOO 
== 


OIC AN at FO 
“ 


"mod BO %/'0 “be ‘OOO'PIIS “1161 puny Surjurs oF 
‘PL 2B PL “WV 49 PrjosjuEy 


"ZI6I “29Ut 7S 000'000'0S$ ‘"susee ‘oD “qns ur sominbe aBie] 
“sjusmysnipe pie} 0} yolqns 

*uowonpoid “§ “—) 39 %SZ s[osju0D 

“‘peBueyo “14 “381g «SOU Bl ‘9%46°7 “SUIEP TI6I 

“14 [8984 3SEl “UIOD UO B1}xe %Z pleg 

OD) TO YoNoD UseyINOS sUMH 

*sBuyusete “0d “99g Si9}[eNIG Ul Aymbs Burpnjour %6'O1 ‘1161 
"SOD W48r] “S21 pues “Ay 3g s[O1}U0D 

“eyseq %y UO paced AjjUsD0y 

« Swuaupacsduy,, “~p3y> {z9'OSr's$ Anjoxe “susee [16] 


FQN ACTeLCoaNnon-~e 


= 
_— 
os 


"OMN AN (MHA 
[EMO Me 


ol 


INA NR RK RHOAMMHR 


CSNRONATANSOTHR 


oe 


RAnnannn 


SDWONAOTAR 
TENG AAUIS 


sR OACKNMO 
aOtN 
4 


SRHSONSKRUVRKN 'SAMNGN EMA “MS 
NOOs 


ser, 


= 


no 
¢ 

on 
a: 


ae 
ae 


‘ZI61 “AIP 42038 %S 

“seB ‘09g ysuTeBe jins uoM AjUa00y 

‘%py eaoge Ayenbe sieys “-pyd pz puke ‘wo> 

“S188 Ul PUB ZATJE[NUIND “AIC 

"Alp yoo3s %Mee & pd 116i Ul 

‘Butpued yins 3,405 “*§ 

‘AIP "UIND %/ UO SsJB9IIe UT 

"1h [ 40} “WIOD UO Wey 0} “bo “que sivdsiE Ut “pPjg 
“{O4oV “PUT “S “f “few sploH 

"S1V9J1E Ul “AIP “WIND %9 '949'p ‘1161 “OU 9 388] “Use” 
"O) UONINIysUOT J2IIN_ “y Ost) Sjo1j;U0D 


= 


N]MMM OMIM ALO 
DMMANOWVMANAMNONM 
. 


sAMN 
*OSnN- 


= 
— 


— 


= 
— 


Sn eS TON 


MODAN F¥ CAWMMNWMMANN 


WVAFNEHNSSCHAMVOMN 
=—N 
= FS 6 NONN 


—— 
SONT HM NONBQAOHMANMOHoT 


| 
' 


Ntoco ~ 


— 
“- 


"mw0d UO Y%H%l moe ‘[ [6] 2419801 03 “pByo sBuruies Sodiew 
‘s1seq “AID uo paoed Apjussay 


AG HK SSAAHHHSON ANNAN 


“— = se 


a 
” 


*SIBVIIIE Ul “SAIC] 


— 


AVNGION + 
MAO HH AWATR TO 


WANTS HW KH THOKN TS 


° 
oe) 
= 


mONwMSo Oo AAI VHIANMTAIMATTOH 
MNRONT B&B KANNNOCOCOBBwMeT 


‘SUOIIPpe e312] pojajdwios ynoqe seyy = 9B : ‘ 
"S2I0N ‘od “said “and ‘OI6T ~=“6061 “B06 “2061 ae 
uo “14 yuaseig “Alp 
*28y 3Se] Zutinp a3ep Rue uo Sutpua wuasosg sjerysnpuy 
sBuyuseq 4vak jeosy 103 sed uo sSurusegq . 


ouwrwrtr CHANSTHARMHMOROCBREMHEMNOSCTOBDOMOOMMOBMoeToOnoooocoocoos 


be 
—) 
= 


MOADAHIN VN DEM UMASS 


os 
an 
ane 


g 





“My % pryywuga = OF oS x —_—  / 
"SAID “WOD 210394 %p 93 PIWHUY = 6'0Z Ad 4 _— he 
"SAIP “MOD 220324 Hp OF Pepnugq Vez 9f 8 2" 


ZI . seeeeroussoosonad ser oes 
s F , o° 0 psd pe ‘uesy ueS R “TIS 
: [Hut] Pres ueqs ssay 40 apiar 

MOU Inq “peut S| PUuspIAIp aq3 qoIqM 0} ‘jUad ad’ tas a pops Hi Fam 1 Rae Tg, Row pa 








dade 


"0038 GOITY 4140 SBurpiow uc ‘SAID epnioxe wesw sSurusew 








0 **pxd ‘MM B® I 36 ‘OPeTO] 








Monthly Net Earnings 








fhe - table gives the returns of the principal railroads down to latest dates available, 
and should be studied in connection with the “Bargain Indicator,” which shows 


annual results. 





Current 
month. 

Atch., Top. & S. Fe...... July $2,173,071 
Atlantic Coast Lineft...... July 398,590 
Baltimore & Ohio ....... July 2,392,411 
Boston & Maine ......... June 972,057 
Buff., Rochester & Pittsb..July 284,398 
Canadian Pacifict ........ July 4,448,177 
Central of Georgia....... June 224,894 
Central R. R. of N. J.t¢...June 887,903 
Chesapeake & Ohio....... July 864,834 
Chicago & Altonf.........July 337,473 
Chic., Burl. & Quincy..... July 2,296,135 
Chic, Gt. Western........ July 276,129 
Chic., Mil. & St. Paul..... July 1,726,267 
Chic. & Northwesternt....July 1,827,082 
Cleve., Cin., Chic. & St. L.July 674,132 
Colorado & Southern...... July 306,363 
Delaware & Hudsonf,..... June 1,130,698 
Del., Lack. & Western....July 1,244,141 
Denver & Rio Grandet....July 474,510 
MD A ésbentesanshinbebe July 1,578,267 
Great Northern .......... July 2,646,790 
Hocking Valley? ......... July 225,263 
Illinois Centralf ......... July 614,765 
Kansas City Southern..... July 282,945 
Lake Erie & Western..... July 93,290 
Lake Shore & Mich. So...July 1,475,229 
Lehigh Valley ........... July 1,400,296 
Long Islandt ............ July 558,407 
Louisville & Nashville..... July 1,101,255 
Michigan Central ........ July 799,973 
Minn. & St. Louist...... July 195,827 
Minn., St. P.&S.S. Mariet. July 497,932 
Mo., Kansas & Texas..... July 525,580 
Missouri Pacific ......... July 1,449,094 
National Rys. of Mexico..July 1,300,439 
a SE a ceedkeosene July 2,695,452 
N. Y., Chic. & St. L...... July 148,457 
NM. We, M. H. & BH. cccced July 2,262,891 
N. Y., Ont. & Western}. ..July 418,035 
Norfolk & Westernt...... July 1,313,650 
Northern Pacific ......... July 2,097,521 
pesanvenia B R. BEcccscre uly 3,967,851 
Pere rquette .......++. 318,448 
Pitts., Cin., Chic. & St. L.t. dl 896,956 
Readin calen de takes Geinhints uly 165,483 
Rock Island .........+s+. uly 1,576,332 
Seaboard Air Linet....... uly 361,699 
St. Louis & San Fran..... uly 1,048,320 
St. L. Southwestern....... uly 366,601 
Southern Pacifict ........ uly 4,203,251 
Ss ern Railway ........ uly 1 goed 
Texas & Pacifict........... uly def. 78 
Tol., St. L. & Westernt...July isiie 
Union Pacifict ........... uly 369, 

hb ennesee Con uly 471,576 
Western Maryland? ...... une 167,421 
Wheeling & Dake Erie....July 252,279 
Ww m Centralg ......June 209,178 


Change from 


last yr. 


—$31,055 
—93,077 
+146,712 
+536,938 
—i47 
+745,149 
+9,185 
—291,398 
—95,473 
—70,194 
+231,969 
+23,993 
+599,439 
+170,946 
—156,298 
—96,914 
+476,195 
+131,480 
—42,312 
+71,382 
+106,610 
+52,586 
—270,634 
+50,529 
—33,380 
—72,641 
+292,692 
+38,284 
—126,886 
—40,839 
+81,223 
—1,713 
+212,177 
+760,422 
—1,124,084 
—40,620 
—108,915 
+330,090 
+105,982 
+218,478 
+194,167 
+867,585 
485 


+102,785 
* Fiscal yr. ends June 30. ft Fiscal yr. ends Dec. 31. 


Fiscal yr. 
to date. 
$2,173,071* 
398,590* 
2,392,411* 
10,903,068* 
284,398* 
4,448,177* 
4,008,891* 
9,046,382* 
864,834* 
337,473* 
2,296,135* 
276,129* 
1,726,267* 
1,827,082* 
3,585,9607 
306,363* 
3,118,979T 
1,244,141* 
474,510* 
1,578,267* 
2,646,790* 
225,263* 
614,765* 
282,945* 
570,691+ 
9,218,830t 
1,400,296* 
1,177,644t 
1,101,255* 
5,005,5507 
195,827* 
497,932* 
§25,580* 
1,449,094* 
1,300,439* 
13,801,1477 
1,587,987+ 
2,262,891* 
418,035* 
1,313,650* 
2,097,521* 


22,077,205+ 
31 8, 448* 


2,522,891° 


Change from 


last fise. yr. 


—$31,055 
—93,077 
+146,712 
+1,236,687 


+231,969 
+23,993 
+599,439 
+170,946 
—163,323 
—96,914 
—357,990 
+131,480 
—42,312 
+71,382 
+106,610 
+52,586 
—270,634 
+50,529 
+100,071 
+2,009,359 
+292,692 
+122,265 
— 126,886 
+ 1,044,787 
+81,223 
—1,713 
+212,177 
+760,422 
—1,124,084 
—124,868 
+29,989 
+330,090 
+105,982 
+218,478 
+194,167 
+2,163,394 


+520 

—234,656 
+34, 921 
+715,333 


Stock outstanding 
(in millions). 


) 
Pref. Com. 
114 171 

ait $7 

59 152 

3 39 

6 10 

61 180 

None 5 
None 27 

ge 62 

19 19 

None 110 

41 45 

116 116 

22 130 

10 47 

Ist, 8; 2d, 8 31 
None 42 
None 30 

49 38 

Ist, 47; 2d,16 112 
209 None 
None 11 
None 109 

21 30 

11 11 

None 49 

ses 60 
None 12 
None 60 
None 18 

5 15 

12 25 

13 63 

None 83 
Ist, 57; 2d, 240 149 
None 222 
Ist, 5; 2d. 11 i4 
None 157 
None 58 

22 86 

None 248 
None 4583 

12 16 

27 37 

Ist, 28; 2d. 42 70 
49 90 

23 37 
Ist, 4; 2d, 15 28 
19 16 
None 272 

60 120 
None 38 

10 10 

99 216 

39 $3 

10 49 

Ist, 4; 2d, 11 20 
ll 16 


t Net earnings are after deducting taxes. 




















Intimate Talks on Securities 


The Present Position of Union Pacific and the Melon Therein 
By RICHARD D. WYCKOFF 


Author of “‘Studies in Tape Reading,”’ Etc. 








all the movements of Union Pa- 
cific for eleven years past are 
condensed into an-eyeful. 

It was in 1901 that John W. Gates, 
with the kind assistance of Mr. Harri- 
man, bulled the then 4 per cent. Union 
Pacific to 133, only to see it fade away 
in the Northern Pacific panic to 76. The 
former price was 
never justified by 
either earnings or 
prospects; it took 
four years and an 
increased dividend 
to duplicate the feat. 

In 1905 the price 


B’ use of the accompanying graphic, 


touched 151%. 
Carefully backing 


the price down to 
138%4 in 1906, the 
Railroad King accu- 
mulated the bulk of 
the floating supply, 
quietly held his di- 
rectors’ meeting, 
raised the dividend 
to 10 per cent. per 
annum, and calmly 
tacked the notice to 
the bulletin board on 
the floor of the New 
York Stock Ex- 
change. This is how 
1953 came to be re- 
cordéd for that year. 

Next came the panic of 1907, when 
Mr. Rogers and numerous others forgot 
their speculative rudiments and over- 
traded. The price of one hundred dol- 
lars per share for Union Pacific—still a 
ten per center—was established momen- 
tarily because certain stockholders re- 
quired a little money—not speculators on 
margin, but the “fifty per cent. paid” or 
“owned outright” kind. Those who sold 
around par were almost broke or thor- 
oughly scared. 

In passing, it may be well to consider 
this point: Is the fifty per cent. margin 











man ever safe? Might this not happen 
again in the same stock or others? 

Union Pacific grew richer and richer. 
The Northern Pacific wave of panic had 
receded, leaving in the company’s treas- 
ury thousands of shares of Northern 
Pacific; presto, Northern Securities. 
By the time the Supreme Court had de- 
clared the latter company illegal, and or- 
dered its dissolution, 
these shares had in- 
creased in value to a 
prodigious extent. 

Harriman knew 
when to take a 
profit. There was a 
scale order to sell 
Northern Securities 
all the way up to the 
180’s. 

These _ proceeds, 
and the ten, twelve 
and eighteen million 
surplus earnings 
which happened in 
1907 to 1909, re- 
spectively, were put- 
into Baltimore & 
Ohio, New York 
Central and other 
odd lots of stock 
which the eagle-eyed 
Harriman _ thought 
might strengthen the 
Union Pacific posi- 
tion and be worth a 
pretty penny some day. 

Then came the rumors of segregation 
in August, 1909, on which some su- 
posedly wise financiers formed a pool to 
put Union Pacific up and up. Where- 
upon Mr. Harriman helped (what little 
he could) to lift the price to 219, then 
spilled sundry blocks of Union Pacific 
all over these wise ones from that price 
down. 

Mr. Harriman’s death in September, 
the following month, removed from the 
arena the one great speculative factor in 
Union Pacific, and the subsequent deaths 
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of H. H. Rogers and John W. Gates 
completed the roll of those who contrib- 
uted most to the wide fluctuations in 
Union Pacific. Since then activity in 
the stock has simmered down to a com- 
paratively marrow range. Extreme 
prices for two and one-half years, till 
now (September, 1912), were less than 
forty points apart, and for nine months 
ending with August, only 1856 points in- 
tervened. 

With the passing of the three great 
contributors to the great swings in Union 
Pacific, the stock has begun to sell “ex- 
mystery.” Its gyrations are less adver- 
tised, hence it appeals more to the in- 
vestor than to the speculator. Those 
who are looking after it marketwise are 
not engaged in attracting venturesome 
money. The stock has been distributed. 
It pays its holders well, besides holding 
out promise for the future. 

Examine the life history of a number 
of stocks from the time they are born 
(listed) to the present, and you will find 
that their earlier years are marked by a 
certain activity, the purpose of which is 
to “advertise” them—on the tape and in 
the news columns. Gradually the new 
issue finds its place among the three hun- 
dred other listed candidates for public 
patronage and creates for itself a certain 
following. These may be speculators, in- 
™vestors, or a mixture of both. 

The more violent the stock’s fiuctua- 
tions, the more it appeals to the venture- 
some, and in the early stages of Union 
Pacific’s career there were changes, rapid 
and frequent enough to satisfy the most 
exacting Wall Street habitué. With 
Harriman at the helm no one knew what 
to expect. He did things first and an- 
nounced them afterward. His rivals or 
enemies seldom frustrated his plans be- 
cause he hit the first blow. Besides being 
a large permanent holder of Union Pa- 
cific, he traded in big blocks, absolutely 
dominating the market for it. And while 
few could refrain from admiring the 
spectacular success of the man, the chief 
medium of his market operations did not 
appeal to everyone. 

Conservative investors do not like too 
much activity; they want stability—of 
earnings, dividends and quotations— 


with, of course, a promise of increased 
value. So while Union Pacific was pass- 
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ing through the highly speculative stage 
of its career, the great mass of investors 
stood aside and watched the fireworks. 

What is true of every man is true of 
every stock granted a lease of life on the 
Stock Exchange. There occur in its ca- 
reer climaxes of major or minor degree, 
abeut which cluster intervals of great ac- 
tivity. In Union Pacific’s case there hap- 
pened its reorganization and assessment ; 
inauguration of dividends; capture of 
Southern Pacific; the attempt to con- 
trol Northern Pacific, and the great 
profits arising therefrom; the unfore- 
shadowed 10 per cent. dividend basis; 
the proposed melon cutting, and finally 
the death of Harriman. 

The word “finally” is used advisedly, 
for the spectacular period of Union Pa- 
cific’s career came to a close with that of 
the King of Railroad Kings. 

Then began a new era for Union Pa- 
cific. Its activity subsided from sheer 
lack of those developments which appeal 
to the imagination. Things were hap- 
pening under the surface, such as the 
company’s victory in June, 1911, when 
the U. S. Circuit Court upheld the legal- 
ity of the U. P.-S. P. merger; the an- 
nouncement that $50,000,000 would be 
spent in double tracking; the discovery 
of a like amount in the Oregon Short 
Line treasury; the looming Panama Ca- 
nal competition; but all of these lacked 
the power to galvanize the market price 
into action, because fluctuations are made 
by men—not news items—and those in 
charge of this stock’s market destiny 
were of a different sort. 

Thus, with the taming down of Union’s 
range of fluctuations, there entered into 
stockholdership an increased number of 
investors of varying capacity. The num- 
ber of shares locked away in tin boxes 
multiplied accordingly. 

Speculators favor the lower priced 
stocks; they cost less to carry. Union 
Pacific at 175 meant $20—nearly %4 
per cent.—per week to carry at 6 per 
cent. and less, according to the rate of 
interest paid. To the investor a 10 per 
cent. stock at that price netted 534 per 
cent., nearly half as much again as the 
savings bank. So between investment 
absorption and the absence of scenic ef- 
fects, we find the volume of transactions 
in Union Pacific, once measured in the 
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thirty millions of shares per annum, 
down to six millions for the first half of 
1912, or at the yearly rate of twelve mil- 
lions. 

Leaving aside all such considerations 
as earning power, financial strength, in- 
cluding distributable treasury assets, let 
us take a short cut to value: Let us ap- 
ply the principle, “A stock is worth what 
you can get for it.” 

In practically every stock there is an in- 
side interest which operates more or less 
continuously or enters at the tops and 
bottoms of important movements. The 
largest holders, the company’s bankers, 
a clique or a pool, may act in this capac- 
ity, individually or collectively. These 
interests usually own, permanently, 
blocks of stock for purposes of control or 
investment, and their holdings are in- 
creased by speculative or manipulative 
purchases in times of market depression, 
with corresponding sales of surplus hold- 
ings when the price is tempting. 

Union Pacific’s largest holders are pre- 
sumed to be the Harriman family, and 
Kuhn, Loeb & Company, with J. P. Mor- 
gan & Company a possible third. For it 
is believed on good authority, that the 
house of Morgan has long cast covetous 
eyes on the great transcontinental, with 
its unlimited banking possibilities, and 
has directly or indirectly acquired impor- 
tant holdings. 

No one knows the intrinsic value and 
future prospects of Union Pacific better 
than these three multi-millionaire inter- 
ests ; hence the price at which absorptive 
buying takes place with the market un- 
der pressure is a very strong indication 
of the mental attitude of the trio. 

Examining the records we find support 
was powerful enough to prevent the 
stock receding below the following fig- 
ures since 1909: 


1910—152% 
1911—153%4 
1912—160 


Insiders rarely maintain a bid at a cer- 
tain price and take all offerings at that 
figure; they buy on a scale, beginning at 
a price which they regard as cheap, of- 
ten increasing the quantity as the market 
recedes. They do not know how much 
stock will come upon the market, what 
volume of investment or other buying it 
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will meet, nor at just what point demand 
will overcome supply and a turning point 
be recorded. 

At 1665¢ Union Pacific nets the in- 
vestor 6 per cent.; at 160 the return is 
6% per cent.; at 154 about 6% per cent. 
It is therefore down in this price radius 
that the stock becomes increasingly at- 
tractive to interests possessing the means 
for financing large purchases. 

The figure 152% is the lowest touched 
since the high record of 219, and that 
low price was made when the road was 
earning 19 per cent. on the cemmon 
stock. In this year of 1912, with earnings 
of only 13 per cent. and the burden of 
increased taxes and operating expenses, 
floods, rate repression, unfavorable busi- 
ness conditions, threatening canal com- 
petition and rumored sale of large inside 
holdings, we have a low record of only 
160. From this we must conclude that 
the three year liquidation in Union Pa- 
cific has been completed and, speaking 
broadly, the stock is in a stronger tech- 
nical position than at any time during 
that interval. 

What proportion of the buying has 
been “inside” and “outside” no one with- 
out access to the transfer books can form 
any idea. But if our assumption be cor- 
rect that insiders have bought the stock 
in quantity in the 160’s and 150’s, why 
should they have done so? The answer is 
found in the following simple calcula- 
tion : 

Union Pacific pays 6 per cent. out of 
railroad earnings and 4 per cent. from 
investments. As a seasoned 6 per cent 
dividend payer (for it has paid this part 
of its dividend for seven years), it would 
be entitled to sell somewhere between the 
respective prices of Atchison, Baltimore 
& Ohio, Pennsylvania, Southern Pacific, 
and Norfolk & Western—say 115. 

Assuming that these inside purchases 
average 160, the proportion of the price 
paid was $45 per share for an interest in 
Union Pacific’s treasury holdings and 
profit and loss surplus. Figuring rough- 
ly, these total easily $250,000,000, equal 
to $100 per share on the common stock, 
allowing for the conversion of all of the 
outstanding convertible 4’s, and $70 a 
share if the preferred stock participates. 

Of course, this makes no allowance for 
the remaining concealed assets with 
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which both Union and Southern Pacific 
are (to use the expression of a Harriman 
official) “honeycombed.” Among those 
in the Southern Pacific Treasury we find 
such trifles as 


Unpledged securities in treasury 
13, 
Oil properties, estimated 
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last Spring (1912), and in the opinion of 
some of the brightest stars in the legal 
firmament, the Government has no case. 
During all these months of waiting, 
Union Pacific has fluctuated within a 





000 acres of land, estimated value $10 per acre 


Of which Union Pacific’s interest is 46 per cent, or 
equal to nearly $60 per share additional on all outstanding Union Pacific common, 


preferred, and convertible bonds. 


Of course, it is one thing to buy an in- 
terest in Union Pacific’s assets at 45, 
and another thing to realize on them. 
The Union Pacific management must take 
the initiative. In June, 1911, a lower 
court handed down a decision upholding 
the legality of the Southern Pacific 
merger. Naturally, the management was 
elated over this decision, and not believ- 
ing that it would be appealed to the Su- 
preme Court, took immediate steps to 
prepare for segregation. Plans were well 
under way, providing for the formation 
of an investment company which would 
hold the investment securities then rest- 
ing in the Union Pacific treasury. 

On the strength of this proposed deal, 
certain operators very well connected and 
close to the management, made large pur- 
chases of Union Pacific in the open mar- 
ket, resulting in an advance to 192%. 
Within a few days the liquidation of 1911 
started, carrying the price down to the 
low figure for the year, 153%. Surely it 
was not an opportune time for bringing 
out a segregation plan; besides, the Gov- 
ernment had decided to appeal the case 
to the United States Supreme Court. 

A decision was confidently expected 





range of 25 points, and is now in what 
might be called the upper half of that 
range. Comparatively speaking, it is not 
far from its lowest prices in three years, 
and it is nearly 50 points from 219, the 
price at which the stock sold when seg- 
regation was being discussed in 1909. 

With the reassembling of the Supreme 
Court this fall, the legal department of 
the Union Pacific will be on the alert to 
catch the first whispers of a decision, and 
there is nothing to justify the belief that 
any further postponement of segregation 
will be made thereafter, as this matter is 
something entirely apart from the Rail- 
road Company’s earnings, Panama Canal 
competition, or any of the so-called de- 
pressing factors which might be used as 
an opposing argument. 

In a word, only the Supreme Court de- 
cision stands in the way of those who, in 
the past few years, have accumulated at 
a price of about $45 per share an interest 
in Union Pacific’s assets, equities and in- 
terests which we figure are worth $70 to 
$100 per share, taking no account of 
other items which may be brought to the 
surface when this enormously rich melon 
is ready to slice. 








Hints to Investors 








One strong feature in a security does not 
necessarily redeem several poor ones. Look 
to the security that shows up well all around 
rather than to the one that protrudes one 
feature in a predominating way over other 
bonds of its own or other classes. 


Don’t be too well satisfied with a statement 
of average condition over a period of years. 
Earnings may be very poor at the time, yet 
high figures five years back may bring the 
average up to a very fair figure. ther study 
each year separately. This is the idea on 
which our “Bargain Indicator” is based. 
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HE sources of items are indicated as follows: 
publications. {Banking and Stock Exchange 


*Leading financial and investment 
houses. §From official sources. 


Neither “The Magazine of Wall Street” nor the authorities quoted, guarantee the in- 


formation, but it is from sources considered trustworthy, 


Owing to the vast 


amount of information condensed into these pages, many abbreviations are necessary. 


Allis-Chalmers.—*For first time in many 
mos. Co. earned a surplus in June after ex- 
penses and depreciation. Surplus of $20,000 
to $25,000, after depreciation of $34,000, is 
considered exceptional, as Co. is in hands of 
receiver. No one can estimate when Co. will 
fully attain reorganization, as it depends upon 
outcome of various suits. Notice has been 
given by Reorganization Committee for sec- 
ond payment of $4 per share on pref. and $2 
on com. on Oct. 16, 1912, such payment to 
be made to Central Trust Co., N. Y. Certifi- 
cate of deposit must be presented at time of 
payment. 


Am. Agri. Chemical.—*Report for yr. end- 
ing June 30, 1912, shows: Gross earnings fell 
off $199,986 and net $125,732, which is equiva- 
lent, after pref. div., to 7.3% on com., against 
9.05% earned in 1911. While not as Ssatisfac- 
tory as in former yrs., gives a test of share- 
holders’ profits in a period of depression in 
Co.’s line of business. That profits were still 
nearly twice the 4% com. div., leaves good 
impression as to investment value. The com. 
shares have equity in actual assets equal to 
par value of $100 per share. 


Am. Beet Sugar.—*For the 12 mos. ended 
March 31 last, 134% was earned on com., 
compared with approximately 11% in yr. previ- 
ous. At time last ann. report was made public 
it was stated by those well-informed, that com. 
div. would be raised as soon as outcome of 
present season was known more thoroughly. 
It is stated that the prospects now are that 
beet crop will be largest in history of Co., as 
conditions have been ideal for the growing 
crop. At close of last fis. period, financial 
position was considerably stronger than it has 
been in past. Net working capital March 3lst 
last was about $2,850,000, as compared with 
$2,100,000 in yr. previous, 


Am. Brass Co.—The best indication of 
the boom in copper industry, is operations of 
Am. Brass Co.—the largest consumer of copper 
in the country, This Co. is doing a record 
business; all of its mills are operating double- 
time, 22 hours per day. An official of Co. 
says: “We cannot possibly maintain our re- 
cent record without increasing plants 
Business is better than in the boom days of 
1906; all orders are now taken subject to in- 
definite delay.” 


Am. Can.—*With last quarterly div. of 


14% for yr. declared payable Oct. 1, Am. Can 
will start on a new div. basis. It will at end 
of this yr. owe 35% in back divs., but from 
Jan. 1 will not accumulate additional debt un- 
less earnings show a most improbable decline. 
It is now in excellent financial and physical 
condition, and earnings are highest in its 
history. Earnings are at present at rate of 
17% on pref. and yr. will show between 15% 
and that figure. This will be equal to 10% on 
back divs., after payment of 5% for 1912. De- 
ferred payments will not start until the first 
of 1913 although the initial payment will be 
declared about first week in Dec. 


Am. Car & Foundry.—*It is understood 
that plants of Co. are to-day operating at 
capacity for first time in five yrs. The first 
quarter of current fisc. yr. ended July 31, is 
understood to have produced net earnings 
for 30,000,000 com. at rate of 10%. The man- 
agement is confident that Ahe improved condi- 
tions will hold for at least another 12 mos. If 
after election railroad conditions favor equip- 
ment Cos. it is likely that some attention will 
be given the question of increasing the pres- 
ent 2% div. rate on com., but nothing of this 
nature will be even considered at any earlier 
date. 


Am. Hide & Leather—*The annual re- 
port will be published in about two weeks. 
Co. has in its sinking fund about $3,000,000 for 
purpose of retiring the $5,825,000 6% mort- 
gage bonds. This leaves but $2,825,000 to be 
provided for. A State St. investor says: “Hide 
& Leather is too readily classed as an indus- 
trial failure. But there is something in store 
for pref. stockholders, if they have the pa- 
tience to wait.” 


Am. Locomotive.—*Co. nas orders on 
hand for over $18,000,000 of products, three 
times the volume of unfilled orders at close 
of 1911 yr., and 50% more than when late 
fisc. period ended June 30 last. The last quar- 
ter of fiscal period just ended, showed net pro- 
fits of $1,200,000, the highest rate since 1907. 
This June quarter is not only maintained, but 
bettered. Net earnings at present are equal to 
14% to 15%. Plants are running close to 
80% of capacity, which really means 90% on 
basis of former yrs. The balance sheet, as of 
June 30 last, shows cash on hand $4,375,540; 
total current assets $23,783,454; total current 
liabilities $15,134,058; profit and loss surplus, 
$9,674,225. 
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Am. Malt.—*An interest of Co. says: 
“Net available for divs. for yr. ended Aug. 
31 will be between $900,000 and $1,000,000, 
equivalent to 11% on pref. For yr. ended Aug. 
31, 1911, balance for divs. was $763,000, and 
after payment of $358,000 on pref. there re- 
mained a surplus of $405,000. Directors meet 
last week of Sept. From a source which we 
consider entirely reliable, directors plan to 
increase pref. div. rate from a 4% to a 6% 
an. basis. In last fiscal yr., div. balance was 
$763,000, equivalent to $8.76 on pref. 


Am. Tel. & Tel.—Beginning Sept. 1 post- 
office will not be opened on Sundays. This 
gg to add to revenues of Am. Tel. and 

est. Un. For many will now either use the 
tel., or send night tel. letters. *Returns of first 
half of current yr. were more favorable than 
any similar period in history of Co. Gross was 
over $20,327,000 or about $2,000,000 more than 
same mos. of 1911. This indicates the largest 
earnings on record. Gross of the “Bell” system 
in the U. S. are about $45,000 a day ahead of 
1911, or at rate of $16,000,000 to $17,000,000 a 
yr., which would bring total gross for 1912, 
to $200,000,000. Maintenance, depreciation and 
taxes, now require $200,000 a day against $137,- 
000 in 1909. Interest and div, require $115,000 
a day and operation, $171,000 a day, leaving 
about $38,000 a day for surplus. One-third 
of every dollar pays expenses of operation, an- 
other third maintenance and depreciation, and 
remaining third divided between security hold- 
ers, and surplus account. The stockholder in 
first five mos. of 1912, received 15c. of every 
dollar, and the bond-holder 6.8c. 


Am. Woolen,—*If the last four mos. of 
1912 produce volume of business anticipated, 
Co. will this yr. earn the largest balance above 
7% pref. div. of any yr. with possible excep- 
tion of 1909. It is predicted that Co. will this 
yr. earn 12% on its $20,000,000 com. It is 
understood that although Pres. Wood is him- 
self opposed to a com. div., pressure in this 
direction will be brought if 1912 proves to be 
the yr. which now seems likely. Co. has com- 
pleted 13 yrs. of operations without payment 
of a cent in div. to com. stockholders and ir- 
respective of tariff revision the claims should 
receive some consideration. 


Am. Writing Paper.—*For six mos. to 
July 1, its first half yr., Co. shows increase in 
net profits of better than 10%. Co. ought this 
fisc. yr., to earn between 3%% and 4%. This 
does not predicate any increase above present 
2% div. rate. When consolidation was formed, 
it represented a few good mills and a number 
of seriously run down propositions. Its mills 
to-day are in the very best of condition, and 
are 80% new since organization 12 yrs. ago. 
There is every reason to believe that between 
$800,000 and $1,000,000 per an. has been ex- 
pended in betterments. It is a wonderful phy- 
sical transformation. 


Atchison,.—*In July gross earnings were 
more than $900,000 and net about $500,000. 
Assuming that remaining months of fisc. yr. 
make no more favorable showing than July, 


there would be a gain in gross of more than 
$11,250,000, and in net $5,500,000 for the 12 
mos. to June 30 next. This would bring gross 
up to about $120,000,000, and net up to $38,- 
000,000. It may be roughly estimated at 12% 
on the $170,000,000 outstanding com. This yr. 
the road is promised largest tonnage of freight 
ever offered for transportation. Co. serves 
a territory rich with all kinds of products 
other than farming. 


Atlantic Coast.—*In ten yrs., from 1903 
to 1912 inclusive, the road has divided with 
stockholders a trifle less than $24,083,338, while 
$24,204,324 has been put back into property. 
It earns 12% and now pays 7%. There is an 
increase of 54% in gross per mile in nine yrs. 
Co. increased capitalization per mile only a 
fraction more than 10%. This is the Louis. 
& Nash. school of management, and can only 
have L. & N. results. 


Bethlehem Steel.—*If present plans are 
carried to successful consummation, pref. 
stockholders will receive a div. of 4 or possibly 
5% out of earnings of property for current yr. 
within the next few mos. It may also be 
stated that beginning with 1913, pref. will be 
placed on a regular 5 f per ann. basis. During 
past seven yrs., more than $12,000,000 of Co.’s 
earnings have been put back into the property 
for improvements & betterments, and at pres- 
ent time no other steel organization in the 
country maintains a higher state of operating 
efficiency than the Bethlehem property. It 
may be stated that during current yr. Co. will 
probably earn net surplus over charges of 
more than $3,000,000 or at least $1,000,000 in 
excess of the 12 mos. ended Dec. 31, 1911. 
Therefore Co. in 1912 will earn at least 13% 
on its $14,862,000 outstanding com. For yr. 
ended Dec. 31, 1910, Co. reported surplus equal 
to 13%% on pref. and in following yr., a per- 
iod of extreme depression and low prices, 
1334%. Co. has built up a large foreign busi- 
ness, having invaded markets heretofore barred 
to Am. producers. 


B’klyn Rapid Transit—*A leading stock- 
holder says: “With the opening of certain 
new transit routes now practically completed 
I expect to see the Co. recording gains of 10% 
per mo., in gross before expiration of 1913 
fisc. yr. next June. For the 12 mos. Co. earned 
a surplus for divs. equal to 8.32% on its out- 
standing stock, compared with 6.82% in previ- 
ous yr. and 5.58% in 1910. The next div. will 
be declared probably early in September. 


Canadian Pacific—*The pamphlet report 
of Co. for fisc. yr. ended June 30 last has been 
issued. Balance for com. is equal to 19.62% 
on $180,000,000 outstanding. Present indica- 
tions are that rights shortly to be offered will 
be worth more than average market price of 
any previous subscription right. The Duluth 
South Shore is only unprofitable member of 
the family. It regularly earns a deficit so 
parent Co, has to keep it in spending money. 


Central Leather.—*If earnings continue 
during the remainder of 1912 at pace which 
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has been established for first eight mos., talk 
of divs., after the turn of the yr. is inevitable. 
Co, is to-day earning at rate of between 514% 
and 6% on com. against a heavy deficit even 
after pref. divs. during both 1910 and 1911 yrs. 
Co. took $2,872,175 out of surplus to pay 7% 
pref. during 1910 and 1911. It would be poor 
policy to begin to dissipate the first balance 
above pref. necessities in three yrs. until sur- 
plus account has been brought back to where 
it stood in 1909. Co. has made money this yr. 
because of an advancing market for hides and 
leather. But on a replacement basis it wold 
not be doing much more than break even. 


Chicago Mil. & St. Paul.—*Earnings for 
July should prove that Co. will this yr. earn its 
5% div. St. Paul and Puget Sound combined 
must earn $23,500,000 net in 1913, in addition 
to $4,000,000 “other income,” to cover charges, 
pref. divs. and 5% com. div. If the July fig- 
ures mean anything, however, the Cos. ratio 
will be reduced well below 75%, while gross 
—— promises to be enormous. Adding 
$12,000,000 gain to gross this yr. should re- 
sult in final net from operations of $25,550,000, 
a sum which would permit payment of charges, 
7% pref. divs. and leave a balance equal to 
68% for com., placing “other income” at 
$4,000,000. 

Colorado Fuel.—*Full figures for last yr., 
ended June 30, are not yet at hand, but pre- 
liminary returns indicate a net profit for yr. 
of at least $1,600,000. This is encouraging in 
view of past performances. The rail mills are 
now booked for capacity a yr. ahead and busi- 
ness in first two mos. of new fisc. yr. has been 
most satisfactory. 


Colorado & Southern.—*For fiscal yr. 
ended June 30, Colo. earned 2.64% on its $31,- 
000,000 com. stock compared with 5.22% yr. 
before. The stock is paying divs. at rate of 
2% per ann. In past three yrs. Colo. & So. 
has had to pay a total of about $1,500,000 to 
make up half of the yearly deficit of the Trin- 
ity & Brazos Valley road, the other half of 
which is borne by the Rock Island. In the 
past yr., however, this line has shown a vastly 
improved record and should almost pay its 
way. 


Denver & Rio Grande.—*Co. started new 
fisc. yr. with July surplus of $66,868, a decrease 
of 43% from same mo. 1911, 80% below 1910, 
and 82% below 1909. Gross earnings in- 
creased $80,000. In Aug. gross gain was only 
about $30,000: The management is now con- 
cerned with putting properly back into physi- 
cal condition it should have enjoyed past few 
yrs. The balance sheet, as of June 30 last, 
shows cash on hand amounting to $2,017,663, 
a decrease of $1,167,868; foal working assets 
$12,238,046, decrease $857,599 ; total working 
liabilities $3,411,390 increase $85,457; profit 
and loss surplus $5,934,089, increase 
and total assets and liabilities of $225,908,770, 
an increase of $6,372,040. 

Distiller—*Payment of divs. on Indus- 


trial Alcohol com. would mean larger divs. 
_ On stock of Distilling Co., which owns more 
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than a majority of stock of U. S. Ind. This 
Hg ag Co, stock is deposited as collateral 
for the bonds. Dist. Sec. Co. would get prac- 
tically all increase in the Dist. Co. div. At 
present Dist. Sec. Co. is earning its charges 
twice over, with a comfortable margin to 
spare. Declaration of full 6% Ind. Al. is now 
earning, would mean about $360,000 more to 
Dist. Sec. and bring its net earnings back to 
three times interest charges. 


General Chemical.—*In six mos. ended 
June 30 Co, had a balance for com. of $947,- 
752, the largest for a six mos. period in its 
history. For 1912 it is conservatively esti- 
mated that earnings for com. will amount to 
over $2,000,000 or over 23%, and the largest 
earnings in any one yr. since formation of Co. 
Surplus available for distribution by Dec. 31 
will total $5,500,000. Com. stock outstanding, 
when all installments of new com. stock are 
paid on Feb. 1 next, will aggregate $9,414,790. 
A 50% stock div., if declared, would reduce 
the surplus by $4,700,000 to about $750,000. 
That would be a sufficient balance, considering 
earning power of nearly 25% on $8,550,000 
com. after pref. divs. and considering the re- 
serve balance of over $700,000 


General Electric—*While there is no 
working agreement between Gen. Elec. and 
Westinghouse, the financial interests of both 
are in accord. Both are enjoying big earn- 
ings. Production of lamps is running at the 
rate of over 1,000,000 weekly, and demand is 
so keen ‘that Co. must increase its output 10% 
or 100,000 lamps additional per week. Stock- 
holders approved 30% stock div. recommended 
by directors. With increased stock Gen. Elec. 
will be required to show net of at least $8,400,- 
000 to show div. requirements on present basis 
of 8%. There is every reason to predict that 
div. will be earned with a comfortable margin. 
Shareholders of record Dec. 31, 1912, will re- 
ceive a div. of $30 a share, payable in stocks of 
Co. at par. This will make the equivalent at 32% 
the shareholders will receive up to first of next 
yr. Selling ex-div. of 2% would bring the 
market value of Gen. Elec. down to about $180 
a share. Figuring on this basis market value 
of the stock after the distribution of 30% div. 
in stock at par would be approximately $138. 


General Motors.—*Co. ended its fisc. 2 
July 31 with all back loans paid off in full 
and with a substantial cash surplus of about 
$3,000,000 on hand. Co. is strictly adhering to 
its rule of taking advantage of every discount. 
All bills have been discounted where there 
was a discount. Co, has deposited $1,000,000 
with which to meet the maturity on Oct. 1 of 
$1,500,000 of the 6% 5-yr. notes. Cancellation 
of these notes will save Co. $90,000 in interest. 
For fisc. yr. ended July 31 Co. produced slight- 
ly less than 43,000 cars, al 98% shipped and 
paid for by cash by July 3 


Great Northern.—*Officials estimate that 
the road will this season move a total of 125,- 
000,000 to 130,000,000 bushels of spring wheat, 
deriving therefrom revenues of between $3,- 
000,000 and $9,000,000. This is 20% of total 
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freight receipts of road for its 1911 fisc. yr. 
This represents an increase of over 50% in the 
wheat tonnage over 1911. Co. announces an 
increase in Aug. gross Of $885,000, equal to 
15%. In next three mos. it is expected to 
earn better than $7,000,000 per mo. and show 
an increase in gross of $2,000,000 to $2,500,000. 
. Its gross for first half of fisc. yr. is likely to be 

000,000 in excess of last yr. Directors have 
declared the usual quarterly div. of 134%, pay- 
able Nov. 1 to holders of record Oct. 17. (See 
Hill Roads.) 


Harriman Lines.—The position of U. P. 
marketwise is probably better than for a num- 
ber of mos. Some portion of the loss in earn- 
ing power during these past two yrs. in all 
probability resulted from business depression, 
advance in wages, higher taxes, costly winter 
operation, and strike of shop employees. U. 
P. has shown no let-up in its own construction 
work and has added 1,000 miles of new road 
during past two yrs. 

Hill Roads.—Activity in Burlington joint 
4's is due to rumors that G. N. and N. P. are 
planning to draw off their profits. When G. N. 
and N, P. secured control of property in 1901, 
divs. were at rate of 6%. At the present time 
8% is being paid despite the fact that within 
past five yrs. $15,000,000 of surplus have been 
spent for improvements. It may be that G. N. 
and N. P. intend to have Burlington go ahead 
accumulating profits until 4% joint bond issue 
falls due on July 1, 1921. Besides the in- 
clination to get at accumulalted profits of 
Bur., there has always been a question in Mr. 
Hill’s mind as to whether or not G. N. ana 
N. P.’s joint membership was legal under the 
Sherman law. If for no other reason than to 
settle that point Burl. might be turned over 
any day to G. N. (See G. North. & Nor. Pac.) 


Interborough-Met.—*It is believed that 
for 12 mos. to Dec. 31, Co. will earn full 5% 
interest on $30,660,960 adjustment mortgage 
income bonds. This does not imply at all that 
this interest will be paid, for it probably will 
not. All items of revenue show increases, 
while ratio of operating expenses to gross 
revenues was reduced 24%. Gross scored 
an improvement of more than $179,000, over 
$146,900 of which was saved for gain in net, 
while surplus for divs. was about $111,000 
greater. About 3,600,000 more passengers were 
carried this yr. than in July a yr, ago. On this 
basis Co. will carry about 43,700,000 more pas- 
sengers during current fisc. period than it did 
during the 12 mos. ended June 30 last. 


Lehigh Valley.—*Co. earned 10.67% on 
stock, against 12.40% in yr. previous. Balance 
for divs. sustained a falling off of more than 
$1,000,000. A feature of report for yr., is that 
more than $15,000,000 of divs. was deducted 
from Co.’s previous profit and loss surplus. 
Included in this were the regular pref. and 
com. divs., which were paid in July, 1911, and 
Jan. 1912, and special divs. of 10% -on ‘pref. 
and com. stocks, paid Feb. 26 last, while the 
5% divs. paid on July 13 last on both pref. and 
com, stocks are also included in total. The 


$2,528,880 interest paid on certificates. of in- 
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debtedness of the Lehigh Valley Coal Co. ap- 
plicable to prior yrs. was added to profit and 
loss account. The balance sheet of Co. as of 
June 30 shows cash on hand amounting to 
$15,815,693, total working assets of $39,384,083, 
total working liabilities $4,249,224 and a profit 
and loss surplus of $23,444,703. The report 
shows expenditures for additions and better- 
ments amounted to $3,869,007. No new finan- 
cing was necessary during yr. as resources 
were ample to meet all capital expenditures. 


Louisville & Nashville—*Directors voted 
to increase stock from $60,000,000 to $72,000,000 
and issue the new stock to stockholders at par. 
Rights will be worth $11 a share. Each stock- 
holder can subscribe to 20% of his holdings. 
Co. has in the past four years averaged to earn 
15.25 per share. The profit and loss acocunt on 
June 30, 1911, had credit balance of $31,246,- 
881, to which add surplus earnings in past yr. 
of $4,800,000. bringing total to $36,000,000, 
equivalent to $60 per share. In ten yrs. from 
1900 to 1909 incl., Co. spent on property $18,- 
401,494 and charged it to operation, instead 
of to capital account. Thus, the stock has ad 
ditional hidden equity of 30.7%. Co, owns 
71% of stock of Nash., Chatt. & St.! Louis, 
which for four yrs. averaged to earn $14.50 
per share. This small road had a surplus June 
30, 1911, of $7,269,039, to which add earnings 
$830,000, makes a total as of June 30 $8,100,- 
000, or 81% of its small capital. Louisville is 
entitled to this surplus, or $5,750,000, which 
in turn, is equivalent to 9.6% more on Louis- 
ville’s capital stock, or a surplus behind the 
$60,000,000 stock of over 100%. 


Mexican Petroleum.—*Officials say there 
is no exceptional development other than in- 
tention to increase com. div. from 4% to 6% 
per an. This action will be taken about middle 
of Oct. A low estimate of earnings for calen- 
dar yr. is 9% on com. after 8% on pref. On 
basis of present long term contracts, earnings 
for 12 mos. ending July 31, 1913, would ex- 
ceed 11%. 

Missouri Pacific._—tOperating revenue in- 
creased $192,563, and net increased $1,700,230 
over.1911. Mo. Pac., including the Iron Moun- 
tain, for July 1 to Aug. 31, shows a gross in- 
crease of $1,263,619. The Ir. Mt. road from 
1902 to 1904 paid 10% divs. per an. and from 
Jan. 1905, to July 1906, a period of 18 mos. 
(the fisc. yr. having been changed) paid 14% 
divs., and in 1907, 10%. In last fiscal yr. Ir. 
M. earned a surplus of $2,122,000, out of which 
it declared a div. of 4% on its $44,000,000 capi- 
ital stock, practically all of which is owned by 
Mo. Pac. 


National Lead.—fThe next annual report 
will make a much better showing than anti- 
cipated early in the yr. Estimates made in 
good quarters that unless indications fail, the 
balance for divs. will be equivalent to at least 
6% on $20,665,400 com. stock. For some time 
past Co. has been working plants to capacity. 
The demand for white lead in particular has 
been good and gross earnings are up to record 
figures. The most pleasing feature is that the 
margin of profits is expanding. 
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N. Y. Air Brake.—*The Co. this yr. has 
had to turn a $400,000 deficit, equal to 4% on 
stock, into a substantial surplus before consid- 
ering any proposition to resume div. Already 
sufficient surplus has been earned to warrant 
payment of a small div., say 144% for yr. 1912. 
If present plans are carried out, this will be de- 
clared for fourth quarter. Co. has concluded 
arrangements with Westinghouse people for 
joint use of certain patents. The direct saving 
for stockholders in 1913 may equal 2% on $10,- 
000,000 stock. y 


N. Y., New Haven & Hartford—*The 
preliminary report shows the 8% div. earned 
for yr. and surplus of $305,835 as compared with 
deficit of $313,288 in 1911. With an increase 
in gross of $3,410,942, expenses showed a gain 
of only $1,337,176. This saving of $1,073,766 
went a long ways towards enabling Co. to 
meet $1,722,927 increased div. requirements. 
Other income than from transportation showed 
a gain of $1,283,429 and more than offset the 
increase Of $733,494 in fixed charges. Total 
fixed charges consumed only 60% of income, 
a conservative.ratio, and one indicating that 
the funded securities should be considered in 
a strong position. Pres. Mellen says “When 
the New Haven can’t pay 8%, lots of other 
railroads now enjoying good credit will be in 
charge of receivers.” 


Norfolk & Western.—*The heavy con- 
version of ‘bonds into com. last yr. reduced 
fixed charges $625,389, while additional stock 
and increase in div. from 5 to 6% called for 
$1,169,000 more in divs. Surplus increased 
$3,219,000, but this was largely due to fact 
that no appropriation was made for improve- 
ments and betterments. At close of the fiscal 
year Nor. & West. had upwards of $7,000,000 
cash on hand. Its net working capital exclu- 
sive of $4,116,000 of materials and supplies, 
was $8,842,300. Since end of June Co. has re- 
ceived final payments on $13,030,100 new con- 
vertible bonds, increasing its cash resources 
by several million dollars. Co. has $85,653,000 
com., of which the Pa. owned $32,484,800 on 
Dec. 31, 1911, its holdings having increased 
since with the increase in the Nor. & West. 
stock. Of the $23,000,000 pref. Pa. owned $5,- 
820,000 last Dec. Subsidiary Cos. of the Pa. 
likewise have important holdings of Norf. & 
West. 


Northern Pacific—*For yr. just com- 
pleted, Co. will show balance not far from $19,- 
900,000, equal to 8.0% on its $248,000,000 stock. 
With effects of Puget Sound road practically 
discounted, N. P. is in a position in current 
fisc. period to record a substantial improvement 
over last yr. due to the admittedly excellent 
spring, wheat crop and fruit crops of the 
Northwest. Last yr.’s unfortunate spring 
wheat crop cut severely into N. P.’s earnings. 
(See Hill roads.) 


Pennsylvania-——*The road earned about 
4% for its $453,880,500 stock.in six mos. to 
June 30. It was predicted some weeks ago, 
that the full yr. would probably result in at 
least 9% for stock. To-day there is a- short- 
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age of cars of about 10%, despite precautionary 
measures. Co. has 15,000 cars in repair shops 
and every shop on the system is working with 
a full force. Lines west of Pittsburgh re- 
cently ordered 1000 automobile cars. Pa. may 
be credited with the undivided surplus.of.the 
Pa, Co., all of whose stock it owns. 
that in, it is likely the true earnings this yr, 

closely approach $49,000,000 or nearly 18% for 


stock. 


_ Pittsburgh Coal—*Plans for the read- 
justment of capitalization may be announced 
shortly. It is understood that plan provides 
for the offer of $136 in new 5% bonds for each 
$100 of pref. stock on which 36% in divs. have 
accrued. A syndicate has been formed, it is 
said, to underwrite the bond issue at 80, which 
would make the exchangeable value of the 
pref. equal to about 108%. Under this plan 
not only will the question of accrued divs. be 
disposed of, but interest on the new bonds will 
amount to $1,835,000 per ann., whereas pres- 
ent div. requirements on pref. stock at present 
7% rate will amount to $1,895,000 per ann. 


_Reading.—Where Reading’s real possibili- 
ties lie are in its ownership of $14,500,000 
(par value) stock of Central Railroad of N. J. 
and in its ownership of the profitable Reading 
Iron Co. The N. J. Central stock is deposited 
as collateral for $23,000,000 of 4% bonds. The 
bonds could be retired at 105, and the stock 
released by the operation would be worth at 
present prices $53,650,000. Deducting the cost 
of retiring the bonds, $24,150,000, there re- 
mains $29,500,000 to distribute to the Reading 
com, stockholders, or over $20 each $50 share 
of Reading, $40 on the N. Y. price. The Read- 
ing Iron Co.’s net assets are equal to $11 a 
$50 share of Reading stock or $22 on the N. 
Y. price. 


Republic Steel.—Pref. stockholders look 
forward to resumption of divs. before close of 
present calenaar yr., probably at the Oct. meet- 
ing, and it is likely that the old rate of 14% 
quarterly will be declared. Co. is now show- 
ing earnings in. excess of 7% on its pref. 
Plants are operating at full capacity and or- 
ders now booked are sufficient to keep mill 
operating at high rate of capacity for the next 
six mos, 


St. Louis & San Fran—*After payment 
of $199,742 in divs. on first pref. Co. had a 
balance of only about $250,000. It paid 4% on 
$4,993,553 first pref. and nothing on $16,000,000 
second pref. or $29,000,000 com. This com- 
pared with a balance of $1,335,662 after first 
pref. div. in 1911, $922,218 in 1910 and $1,- 
314,634 in 1909. Loss of $1,100,000 balance 
for divs. was caused by $448,053 decrease in 
net, $145,756 increase in taxes, $400,000 in- 
crease in charges, and balance in decreased 
other income; principally smaller divs. from 
Chicago & Eastern Illinois. 


St. Louis Southwestern.—*Co. has earned 
over $1,600,000 which means 4.4% on its $16,- 
356,000 com. and 5% on its $19,893,000 pref. 
on which only 4% is being paid at present; 





as the new fiscal yr. has opened with further 
substantial increase in earnings there is no 
reason why the 5% div. on pref. should not be 
restored. 


Sloss-Sheffield—*Last yr. there was a 
deficit of $64,351, the worst showing the Co. 
for seven yrs, not excepting 1907. 
it will be wiped out thie yr. seems 
- ugh there is not likely to be any 
; - ed ‘available for com. div. The last div. 
_ payment of 334% was made in 1910. A par- 
ticularly strong demand the past fortnight 
has enabled the Co. to clean up practically 
ali of its surplus stock, so that within a short 
time it will probably be necessary to blow in 
another furnace in order to keep up with the 
demand, 


Southern Ry.—*During fisc. yr. ended 
June 30 last Co. earned a surplus for divs. 
equal to between 11 and 1296 on $60,000,000 
outstanding pref. In July this yr. Cos. gross 
earnings increased more than $600,000 or about 
13%%, but there was a considerable increase 
in operating expenses, so that the improve- 
ment in net was a little less than $80,000 or 
5%%. Directors voted to pay a semi-annua) 
diy, of 214% on pref. stock on Oct. 28, thus 
putting this issue back on a 5% basis for first 
time since early in 1907 


Texas Co.—*Earnings for yr. ended June 
30 was $14,529,541 gross, against $11,231,655, 
in 1911, an increase of over 20% In 1911 in- 
crease in ss was only 14%, and in that yr. 
expenses increased 47.5%, whereas this yr. 
expenses increased but 21%. Quick assets 
amount to $18,138,993, and working capital es- 
timated at. $14,500,000. The Texas Co. has 
declared a quarterly div. of 14%, placing 
the stock on a 6% per ann. basis. This is an 
increase of 1% yearly. 


Texas Oil.—Gross earnings for the fisc. 
yr. amounted to $14,529,500, an increase. of 
$3,287,800, or nearly 30% over 1911 fiscal yr. 
Net amounted to $3,433,200, an increase of 
$409,500 or 13%% over previous yr. Co. 
earned a balance for divs. of $2,203,800, which 
was $853,800 above div. requirements. In 1911 
yr. balance after divs. amounted to but $2,995. 
In 1911 Co. paid 10% in divs., whereas in last 
fiscal yr. but 5% was paid. In income account 
for last fisc. yr. $771,549 was cocne off for 
sinking fund depreciation ; $389,649 on account 
of the debenture suspense account, and $67,- 
969 on account of doubtful accounts. Figur- 
ing this yr.’s div. balance on the same basis 

“oe an increase of $712,285 would have 
oli shown. 


Union & Paper.—*Net profits, on 
the basis of 12 mos, ended July 31 are 
running at rate of between 8% and 9% on 
$11,000,000 pref. It is believed that nothing 


in the way of paying the accrued div. of 18% 
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will be attempted until the pref. is well es- 
tablished on the regular basis. 


U. S. Motor Co.—*Co. needs $5,000,000 
more working capital to put it on a good busi- 
ness basis. Readjustment of its finances will 
involve perhaps a very radical cut in its $11,- 
493,000 pref. and $12,193,000 com. or an assess- 
ment. The bankruptcy case was ‘construed as 
a necessary preliminary to the clearing of a 
bit of minor weakness in the securities situa- 
tion. 


U. S. Steel. —*Advances in steel prices of 
$1 to $3 a ton have given rise to optimistic ex- 
pectations for earnings for third quarter. As 
it showed earnings for second quarter of $25,- 
102,265, it has been figured that the third quar- 
ter should show between $30,000,000 and $31,- 
000,000, but will probably be between $28,000,- 
000 and $29,000,000. The U. S. Steel Cor.’s 
monthly statement showed unfilled orders on 
its books as of Aug. 31 last of 6,163,375 tons, 
an increase of 206,296 tons over the statement 
of July 31 last and increase over Aug. 31, 1911, 
of 2,467,390 tons. 


Westinghouse.—*Since Mch. the Co. has 
enjoyed great prosperity. Bookings have been 
at rate of from $3,500,000 to $4,000,000 a mo., 
and total for first half of fise. yr. will be about 

000,000, compared with $34,196,000 for en- 
tire fiscal yr. 1911-12. Working capital at 
present is said to be in excess of $30,000,000 as 
compared with $19,000,000 previous-to passing 
of control into present hands. Co. is now earn- 
ing in excess of 15% on its com. The financial 
position is strong and mo. by mo. is growing 
stronger. It is understood that the Canadian 
Westinghouse Co., which is controlled by the 
Westinghouse Electric & Mfg. Co. will raise 
its divs. from 8 to 9% this fiscal yr. 


Westinghouse Air Brake.—*It is under- 
stood that net.for fiscal yr. to July 31 last was 
between $3,800,000 and $4,000,000. Net of $3,- 

800,000 would be $1,000,000, or 40% in excess 
of the 1911 results and explains the optimism 
of directors in declaring a stock div. of 33 1-3% 
last Apr. Due to this stock div., Co. will be 
obliged to share earnings on a total of about 
$18,500,000 stock, compared with $13,750,000 
for the 1911 yr. Gross sales for yr. just ended 
were about $11,000,000, contrasted with $8,- 
036,000 in 1911 and $12,463,000 in the high rec- 
ord 12 mos. of 1910. Few persons realize 
that there is a Co. which has been in successful 
operation since 1869, has paid $80,000,000 in 
divs., built up assets out of earnings until its 
stock is selling in the market for the equivalent 
of $50,000,000, and all of this has come from 
patents originally appraised at but $500,000. 
Co. is without a share of pref. stock, without 
bonds and with an average cash balance of 
$3,000,000 and a sustained earning power of 
20%. Co. has surplus of $10,000,000 even after 
taking out the 33 1-3 stock div. of last spring. 
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This section of the Investment Digest includes some of the more important properties, in 
regard to which authentic and trustworthy information has appeared during the month. 


Anaconda-Amalgamated.—*We under- 
stand that Anaconda div. will be increased next 
time from rate of $2 to $3 per an. This will, 
of course, give Amal. $6 per share, but Amal. 
doés not follow distribution of all its receipts, 
and next time may pay at rate of $5 per an. 
Amal. as the owner a 73%4% of Anaconda’s 
outstanding capital (4,332,500 shares), will be 
chief benehciary in any increase in the Ana- 
.conda div., as $3 per share will mean better 
than $6 per share on Amal., which is now pay- 
ing divs. of $4 per an. Anaconda directors 
meet Sept. 24, and prospects are that a div. 
rate of $3 a share will be declared. Amal. 
directors meet in Oct., and is likely to go on a 
5% basis. 


Butte & Superior —*Co. will increase 
capital stock from 250,000 shares to 350,000 
shares, by issue of 100,000 shares new stock, of 
which 30,000 shares will be immediately offered 
at $37.50 a share.~ Stockholders of record Sept. 
26 may subscribe to one new share at $37.50, 
for every eight shares now held. The first in- 
stallment of $15 payable Oct. 15 and final in- 
stallment of $22.50 Dec. 14. 


Calumet & Arizona.—tA director of Co. 
says: “Developments in Briggs shaft demon- 
strates that Cal. & Ar. has the biggest _ 
highest ore deposit in Bisbee camp.” Co. 
apparently laying plans for new eteperiies 
throughout Arizona, which in time will make 
it the biggest copper producer in that state. 
Co. is producing copper at slightly less than 
7c. per Ib., and must be earning $9 to $10 per 
share. Directors are husbanding resources in 
view of prospective expenditure of millions of 
dollars in erection of new smelting plant and 
development of new properties. 


Calumet & Hecla—*Co. declared a quar- 
terly div. of $12 per share, payable Sept. 20 to 
stock of record Aug. 22. With payment of 
this div. stockholders will have received $118,- 
850,000 since formation of Co. Exclusive of 
interest in subsidiaries, Co. is today produc- 
ing copper at rate of 70,000,000 Ibs. per an. 
at cost of 834c., and is eafning at rate of $6,- 
000,000 or $60 per Share after allowing for in- 
terest on $6,819,000 outstanding notes. Includ- 
ing equity of $1,700,000 in profits of subsi- 
diary Cos., C. & H. must be earning at rate 
of $75 per share. Estimated peetanion ~ 
Cal. & Hecla and subsidiary Cos. for 
10,780,004 Ibs., compared with 10,455.38)" in 
July, 10,457,700 in June, and 11 (224,210 i in Mon 


last yr. 


Chino.—* Report for quarter ended June 
30, shows 4,289,644 Ibs. of copper produced, 


compared with 3,271,980 lbs. in preceding 
quarter. Average cost per Ib., after deducting 
smelters allowance, but without crediting mis- 
cellaneous income, was 8.02c., compared with 
7.68c. for preceding quarter. Actual cost on 
direct operations was substantially lower for 
second quarter than for the first, but at be- 
ginning of second quarter, a charge was ¢€s- 
tablished of 30c. a ton on ore mined to create 
a fund for retirement of developing, and strip- 
ping expense, which amounted to over 1.3c. per 
lb. Net for three mos., $390,196, against $228,- 
021 previous quarter. 


Goldfield Consol.—*Final figures for July 
show total production, 31,907 tons; contain- 
ing $474,955, or an average of $14.89 per ton. 
2,907 tons were shipped of average value of 
$16.42 per ton, net recovery from all ore be- 
ing $13.69 per ton. Net was $238,278 or $7.47 
per ton. 


Greene-Cananea.—fAt present time, Co. 
is turning out 55,000,000 Ibs. copper per an., 
and it is reasonable to expect that in 1913 
output should reach 60,000,000 Ibs. It appears 
safe to figure, when working at normal capac- 
ity, as a 9c. producer. On 60,000,000 Ibs. pro- 
duction, present metal market, and 9c. cost, Co. 
should show earnings of $2 per share. 


La Rose.—TCo. continues a good showing 
as regards production and earnings, the latter 
being per mo. or at rate of more than 
$1,000,000 per an. At present it is paying divs. 
-# 50c. per share per an., which calls for $750,- 

ith earnings of 000 per mo., as 
cleo div. requirements of $62,000, Co. is 
laying up a surplus of over $300,000 per an. 
over the new div. rate. Co. has a surplus 
estimated at $1,700,000. 


Miami.—tReport giving result for past 
eleven days of Aug. places gross copper pro- 
duction at 1,088,500 Ibs. Grade of ore treated 
2.31% copper, extraction 70% and cost &38c. 
Production for Aug. was 3,048,750 Ibs. as 
against 3,027,710 in July. 


Nipissing —*During July Co. mined ore 
containing $57,548 ozs. silver, valued at $225.- 
269, and shipped ore at estimated net value of 
$198,718. Shipments of bullion amounted to 
316,398 ozs., valued at $191,934. Directors 
will meet in Sept. to take action on div. It 
is stated on reliable authority, that the usual 
5% and an extra div. of 2\%4% will be author- 
ized. When new mill is completed and in oper- 
ation, Co. will probably order an occasional 
extra disbursement. 
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Ray Con.—*Report for quarter ended 
June 30 shows total production 8,952,074 Ibs., 
compared with 7,122,943 Ibs. in preceding quar- 
ter. Average cost per Ib., after allowance for 
smelter deductions, was 9.954c., against 10.19c. 
for preceding quarter. 


Utah Copper-Nevada .Consol. — *Utah 
copper earnings for second quarter of 1912 
were largest in its history, being at an. rate of 
nearly $10,500,000, or over 654% on outstand- 
ing capital stock. Net for June quarter was 
$2,622,699, or nearly twice that of correspond- 
ing period last yr. Total net income for six 
mos, ended June 30 was $4,420,350; increase 
$1,878,897 over same six mos. of 1911. Net 
surplus for June quarter was $1,441,351, com- 
pared with net for entire calendar yr. 1911, 
of $1,534,907. Total output for first half of 1912 
was 53,301,588 Ibs., compared with 45,766,521 
Ibs, same period 1911. The average price of 
metal for current quarter was 17%4c., or more 
than lc, over previous quarter Estimating out- 
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put at 30,000,000, would mean additional profit 
of over $300,000, bringing net to $3,000,000. 
Today, Co. is producing at rate of 125,000,000 
ibs. per yr., and earning at rate of $9 to $10 
per share, while paying an. divs. of $3. The 
question is: What should a demonstrated 
manufacturing property, with an assured life 
of 40 yrs. sell at, as a div. payer, earning 
div. two and a half. times: over? 


Copper Notes.—ftDevelopments in con- 
nection with use of copper in steel rails, struc- 
tural iron, and iron fences are in view, having 
been demonstrated by thorough and exhaustive 
tests that a small percentage of copper in 
structural iron prevents corrosion. The num- 
ber of Ibs. that may be used by the big Steel 
Cos. would look wildly extravagant.—*Ac- 
cording to report of Copper Producers’ Asso. 
output of metal in Aug., was 145,628,521 Ibs., 
making new high record, comparing with 137,- 
161,129 Ibs. in July. Stocks decreased 3,579,- 
047 Ibs. and are now 46,701,374 Ibs. 





H. G.. Wells on 





Chart Methods 





HE had developed what I had regarded as 

an innocent intellectual recreation which 
he called “stock-market meteorology.” I 
think he got the idea from the use eee 
in the graphic presentation of associated vari- 
ations that he saw me plotting. He secured 
some of my squared paper and, having cast 
about for a time, decided to trace the rise and 
fall of certain mines and railways. “There’s 
something in this, George,” he said, and I 
little dreamt that among other things that 
were in it, was the whole of his spare money 
and most of what my mother had left to him 
in trust for me. 

“It’s as plain as can be,” he said. “See, 
here’s one system of waves and here’s an- 
other! These are prices for Union Pacific, 
extending over a month. Now next week, 


mark my words, they'll be down one whole 
point. We're getting near the steep part of 
the curve again. See? It’s absolutely scien- 
tific. It’s verifiable. Well, and apply it! You 
buy in the hollow and sell on the crest, and 
—there you are!” 

I was so convinced of the triviality of this 
amusement that to find at last that he had 
taken it in the most disastrous earnest over- 
whelmed me. 

He took me for a long walk to break it to 
me, over the hills towards Yare and across the 
great gorse commons by Hazelbrow. 

“There are ups and downs 1m life, George,” 
he said—halfway across that great open space, 
and paused against the sky “T left out 
one factor in the Union Pacific analysis.”— 
From “Tono-Bungay.” 
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INVESTMENT INQUIRIES 


py=ezrovors we have limited our Inquiry Department to “miscel- 
laneous questions in regard to the science of investments, methods 


of funds and the selection of bonds or other securi- 
dividual requirements of different persons. 

In making such inquiries please state the amount to be invested and 
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In future we will also advise in 
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SPECULATION : Operations wherein intelligent foresight is employed for the purpose of deriving a profit from price changes. 








Notes On Office Trading 
V—The Use-of Charts 


(Continued from August Issue) 








ANY traders keep charts of one 
kind or another, but it is to be 
feared that few derive much real 

adyantage from them. Some chart makers 
seem to cherish the delusion that they can 
evolve horoscopes which will sooner or 
later enable them to foretell coming 
moves, and predict their extent, with 
nine-times-out-of-ten infallibility! As in 
so many other matters affecting stock 
trading, they look at charts from the 
wrong angle and try to read into them 
something that is not there. It cannot 
be too strongly insisted that reliance 
upon any form of mechanical indication 
as tthe sole basis for trading operations 
will prove abortive in the long run. 
Charts, systems, methods, etc., of what- 
ever kind are merely aids, either by way 
of furnishing some of the raw material 
upon which the trader has to exercise 
judgment, or as suggesting the technique 
for handling the trades that have been 
decided upon. 

These “mechanical and automatic” 
trading devices are mostly the work of 
people who may have industriously stud- 
ied the market in the abstract, but seem 
to have had little practical experience as 
traders. Having evolved a “method” 
that apparently would have resulted in 
profits had it been applied during the 
period studied (and it is comparatively 
easy to do that much), its author an- 
nounces his achievement with much beat- 
ing of tom-toms, and—discovers after- 


wards that it does not work when applied 
in actual trading. 

The second reason is the inadequacy of 
the charts that are kept. A trader needs 
both a perspective and a detailed view of 
market conditions. His deductions are 
largely of the nature of balancing one set 
of indications against another, and ac- 
cepting the preponderating result in pro- 
portion to the unanimity with which it is 
given. Few contemplate keeping a suffi- 
ciently comprehensive and inter-related 
set of charts, or realize that a number of 
isolated, non-comparable charts are no 
better than a single one. 

The factors of special concern to the 
trader, the ascertainment of which can be 
facilitated to some extent by study of a 
proper set of charts, may be summarized 
as follows: 

(1) The present relative position of 
the market as a whole, and its presumed 
“technical condition.” 

(2) The past “technical movements” 
of individual stocks, their present relative 
level and presumed technical condition. 

In my time I have kept about every 
possible (not to say impossible!) kind of 
chart, the majority of them of no value, 
except in one way. At the start of my 
trading career I had the usual beginner’s 
misapprehension of the real facts and 
conditions of trading and thought I could 
make money without work and study. 
Needless to say, I knew better after a 
time! Later on I became a chart-fiend. 
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That didn’t teach me how to trade as I 
expected it would, but it showed me what 
the market really was like, and I began 
to recognize the signs of manipulation 
and to see how a bull or bear campaign 
is conducted. I am constantly impressed 
by the amount of ignorance on these 
points enjoyed by the majority of the 
habitués of brokers’ offices. They don’t 
know the market’s history nor its present 
relative position, nor what individual 
stocks have been actually doing. They will 
say, e. g., “I think Milkweed common is 
getting ready to go up,” whereas in fact 
it may have been steadily creeping up for 
a year, has more than doubled in price, 
and is evidently being made to look at- 
tractive for distribution purposes. 

The charts needed by the student of 
the market are largely the same that he 
will find of value as aids in his subse- 
quent trading. Of late years I have set- 
tled down to those now to be described, 
and find I cannot well do with less. From 
time to time I have tried to reduce the 
amount of my chart work, but have al- 
ways found that it led to overlooking 
something of value to me in my trading. 
My chart work is all based on the idea 
that what I really would like to know is 
the present position of the market, and 
of individual stocks, in relation to the 
basic stages of manipulation; i. e., (1) 
Accumulation, (2) Marking up, (3) Dis- 
tribution, and (4) Marking down. Evi- 
dently, if it were possible to ascertain 
these points definitely I should be able to 
put my finger on the stocks which showed 
manipulative possibilities in accordance 
with the general “trend,” and pick out the 
one which was in the best trading posi- 
tion. 

My charts certainly do help me to di- 
agnose the market in these respects, al- 
though my diagnosis is wrong from time 
to time, and it is quite certain that a large 
amount of intuition—judgment based on 
various intangible, unchartable indica- 
tions—enters into the matter. It will be 
well to describe the charts I keep, seri- 
atim, before discussing the way I use 
them. 


(1) “General average” charts. 


I keep the high and low of the Dow- 
Jones averages, of my “barometer” of 
forty active stocks, and the total volumes, 
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plotted by weeks. For these I use paper 
ruled eight squares to an inch, and use 
one space, vertically, to a point, and half 
a space, horizontally, to a week. The 
volumes are plotted along the foot of the 
sheet, using one vertical space for a mil- 
lion shares. The three charts are kept 
on one sheet, one below another. 


(2) “Barometer” Chart. 


This shows the daily high and low av- 
erage prices of ten stocks, viz., Rdg., 
U. P., U. S., Amalg., Smelters, Atch., 
C. & O., Paul, No. Pac., and So. Pac., 
and the total volume for each day. I use 
the eight to the inch paper and one verti- 
cal space to a point and half a horizontal 
space to a day. 

Volumes are plotted 100,000 shares to 
a vertical space. 


(3) “Trend Line” Charts. 


I keep two of these. (1) A daily chart 
of the ten “barometer” stocks, and (2) 
a weekly chart of forty active stocks, se- 
lected as far as may be on the principle 
of taking only the “live” ones. The 
selection of stocks used is varied from 
time to .time, as certain stocks (and 
classes of stocks) cease to be actively 
dealt in and others arise in their place. 
The underlying idea of this particular 
chart is to represent the trend of the 
average of all the market groups that are 
influential in affecting trading for senti- 
ment for the time being. These are 
plotted on paper ruled six squares to the 
inch, using one space to a day, or a week, 
as the case may be, and two spaces, verti- 
cally, to a point. The highs and lows 
are pointed both horizontally and verti- 
cally in red ink, and the trend lines put 
in in black. 

These charts-show very clearly, not 
only the trend but the relative breadth of 
movement of the market. 


(4) Individual Charts. 


(a) Daily Charts—These are con- 
structed exactly the same as the ‘“‘barom- 
eter” and show the high, low and volume 
for each day. The volume is plotted 
10,000 shares to a vertical space. 

Stocks charted in this way are all the 
ten “barometer” stocks and several other 
active representative ones, such as 


‘B, R. T., Central, Gr. Nor., and Lehigh. 
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At the present time I chart twenty-two 
stocks this way. 

(b) Weekly Charts.—These are con- 
structed exactly the same as the “general 
average” charts, except that the volumes 
are plotted 100,000 shares to a vertical 
space. All the forty stocks used for my 
“trend” chart are charted in this way and 
in addition any others that I may have 
reason to think worth watching. These 
charts are the basis upon which I keep in 
touch with the course of the general 
“Campaign.” 

(5) Line Charts. 

These are temporary charts, used in 
connection with the current move, and 
show every half point. Stocks used are 
any in which I may happen to be trading. 
I use ordinary paper ruled about four to 
the inch and use two lines to a point. 
These charts are of value chiefly in de- 
termining the exact point at which to put 
my initial stop and where to move it 
when a trade goes in my favor. 


(6) Figure Charts. 

I used to keep a good many one point 
figure charts, and still keep Rdg., Union, 
Steel, Amalg., and Smelters, using a 
cross instead of figures, and paper ruled 
six squares to the inch. But I don’t take 
much stock in these charts now, and do 
not consult them much, My other charts 
give me practically the same information, 
and in addition show the important ele- 
ment of time, and are comparable. I 
think I could dispense with them alto- 
gether. 

I very much prefer to construct all 
“high and low” charts on the “block” 
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method, of which a good example ap- 
pears in THE MaGazInE oF WALL 
STREET October, 1911, page 263. It is 
necessary to use rather small scale, other- 
wise a sufficiently “bird’s eye view” of the 
market’s (or the stock’s) history is not 
before the trader, and I have found it 
difficult to grasp the significance of single 
vertical lines at a glance. It will be no- 
ticed that the elements of time and vol- 
ume are shown in all my charts (except 
the “line” and “figure” charts) and all 
must be laid out so as to make compari- 
son between them easy. The trader must 
know how the general “campaign” is 
progressing, otherwise he will not be in 
a position to form any real judgment 
whether turning points are for the wide 
move or are only intermediate reactions. 
Unless he can do this, a major move may 
be well along before he is awake to the 
fact that one is in progress and has 
changed his trading ideas to correspond. 

In order to do this, the charts of each 
class must be kept strictly uniform as to 
spacing and position on the sheets, hori- 
zontally. They must also cover a rela- 
tively considerable space of time. I keep 
mine on oblong sheets, pasting more pa- 
per on to the right and cutting off from 
the left as necessary. A sheet will cover 
more than a year and a half without be- 
coming awkward to handle. 

The material for my chart work is col- 
lected “in the manner shown below, 
and this record is carefully preserved in 
case of accident to my charts. 

This method of recording fractions of 
points is the best I have struck, and the 
easiest to foot. In the sales column, sales 
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of less than 1,000 shares are noted as 
shown (e. g., C O.). Note how I treat 
the dividends. Reading has been ex-div. 
some days, the amount having been re- 
duced a quarter of a point each day. 
Amalgamated was ex-div. that day, so is 
marked as shown. 

It goes without saying that all this 
chart work means time and labor. I am 
constantly being asked “Isn't it a lot of 
work?” Well, it does take some time 
“out of school hours.” For my part, I 
don’t expect ever to be able to make my 
living without working. for it, and | 
haven’t as yet come across many who 
could! 

In point of fact, the % point line charts 
and a little memo. book in which I keep 
my trading record (e. g., Orders given— 
Executions—Stops—Cash balance, Run- 
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ning profit and loss account, etc.) are all 
I do personally now. An assistant does 
my chart work, etc., for me. But I did it 
all myself for years, and strongly urge 
every trader to do it for himself until he 
is sure he can trust himself to read ready- 
made records understandingly. 

Another criticism that is made is that 
it is doubtful whether all this is worth 
while, anyway. Well, that is a matter of 
opinion, of course. I, myself, need it, or 
think I do, and I know of some large 
traders who carry it to much greater 
lengths, at great expense. These men 
are not amateurs, and they decidedly 
think it worth while. If I were at liberty 
to mention names it would appear that I 
was traveling in pretty good com- 
pany !—B. 

(To be continued.) 








Booms Are Reversed Panics 


By FRANK H. TUBBS 








UY stocks during a panic. That is 
B a lesson which the public has 
learned. It was taught many 
years ago ‘and in 1907 and 1908 there 
came a beautiful opportunity to apply the 
teaching. All teachers renewed the in- 
struction and during the years which 
have followed the panic the cry has been 
heard so often that thousands stand wait- 
ing—even praying—for another panic. 

It is true other lessons were learned. 
There must be teachers. Two lessons are 
ready. Who will receive them? The first 
is one based on reasoning and its appli- 
cation may be somewhat distant. The 
second is from present-day data and is 
for present application. Both are to be 
considered at once and together. Each is 
to be applied in its proper time and place. 

The first lesson is that future panics 
will not look like former ones. Why not, 
and how do you know? Reasoning will 
tell us. The chief purpose of the stock 
market is that stock may be sold to the 
public at as high a price as possible. The 
makers of the stocks are the ones who 
propose to buy them cheap and they do 


not intend that you and I shall take ad- 


vantage of cheap prices. In 1907-08 they 
made some mistakes. Rather, in attempt- 
ing to carry out some house-cleaning and 
make repairs in their system they went 
further than they expected. To remove a 
few blemishes in the banking system they 
produced such stringency that few of the 
makers of the market had available funds 
for purchase of cheap stocks. 

Buying in small quantities—and many 
of them—by people who did not have 
their funds tied up by banks, stopped the 
last panic. The blue china teapot or the 
“old stocking” paid for those stocks. 
Now, does not reason say that insiders 
will not be caught that way again? That 
is the first reason why panics will not look 
as they have formerly. They will be 
stopped before they become recognized by 
the teapot and old stocking class. 

Secondly, public trading and banking 
arrangements have been changed very 
materially during the last five years. New 
laws permit government issues to support 
banks against financial stringency. Very 
high rates for call money are so unlikely 
as to be almost impossible. This places 
an implement of defense in the hands of 
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stock. market management which they 
never had before and with which they can 
prevent having a panic take the form as- 
sumed by that of 1903 or 1907. ~ 


Public trading has changed. Very few 
people haunt the brokers’ offices. They do 
not, as a rulc, look as they did a few years 
ago. This has led many to think the 
public is not in the market. Possibly 
one kind of public is not, but another kind 
is, and it is a large, rich, powerful and 
shrewd public. It buys its stock through 
its bankers and leaves the securities in 
the bank. It buys outright in many cases ; 
in others, on very large margin. This 
public is the chief one with which in- 
siders must contend now. 

We must never forget that stocks are 
made to sell and that the great stock ven- 
dors have always made a market and they 
always will. If they cannot work the 
stocks off in one way they will in another. 
The advice of selling through the banks 
was not originated by the buyers. They 
fell into the plan devised by the sellers. 

Now, let us reason again. When in- 
siders devised the plan and quietly whis- 
pered it around that that was the way the 
dear public could beat Wall street, do you 
not suppose they also knew how they 
would take the stocks away from the buy- 
ers when the right time came? Well, I 
reason they did. The way they will work 
it will make the panic look different. 

Just now we hear about wonderful 
crops. Expansion in business, good 
times, “hurrah boys.” All right. We 
don’t hear how this condition of prosper- 
ity is financed and our banking figures 
are a puzzle to students at the present 
time. They have never seen just this 
situation in finances. Rather, they have 
never seen the banks in this situation. 

_ Let us suppose a case—and supposing 
is only another name for reasoning. Sup- 
pose that, in order to finance my enlarged 
business, build new shops, increase out- 
put, extend sales department, etc., I bor- 
row from my bank on my stock up to 80 
per cent. of its market price. If I do it 
thousands more do it. When that kind 
of public has all its stock up in the banks 
as collateral, what do you suppose inside 
Wall Street will do to it? Not a thing, 
will it? But it will give the panic a dif- 
ferent look. The banks must be given 
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time to protect themselves. There are 
new divisions in the problem. Let me tell 
my fellow students of the stock market 
who are so puzzled over the condition of 
the banks that there are new forms of 
bookkeeping invented. Some things are 
counted as deposits now which did not 
enter the account formerly and I am not 
sure but what were formerly called loans 
are now sometimes credited to deposits. 
These are days of wonderful inventions. 

These things are to be considered, not 
for immediate bearing. They will affect 
the appearance of the next panic and the 
good student will reason them out and 
see what picture they will present when 
the time comes. 

Lately, a thought has been impressed 
so strongly upon me and has rushed to 
mind so frequently that I have felt it a 
duty to give it out. It furnishes my second 
lesson—the one for immediate use. The 
text of it is “A boom is a reversed panic.” 
Now for a sermonette by way of explana- 
tion. 

In a season of very low prices, like 
1907-08, people bought stocks from one 
share up. They paid for them and waited 
one, two or more years for a good profit. 
By the way, in Tuly of this year, a broker 
greeted me with “The only news I can 
give you is that our customers of 1908, 
the one-to-five share buyers, are sell- 
ing out their stocks.” The important 
thing about that buying was that people 
dared buy when prices were low. They 
are now selling when prices are high. 
They did not buy at the lowest point and 
they may not be selling at the highest 
point. 

Now, is it not wise for investors who 
have sold their holdings to take a posi- 


tion on the other side and sell stocks 


short? I believe it is. Investors have not 
been accustomed to doing that and they 
are not educated to do it. Instead, they 
think they must wait for another panic 
before they can make any more money in 
Wall Street. It is just as easy and safe 
to make the money on the short side as 
on the long. The same reasoning is 
needed that was used in 1907. Then, 
stocks were too low; now, they are too 
high. Then, there was surety of large 
rise; now, there is surety of large de- 
cline. The present time, five years away 
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from the panic, is a boom; conditions are 
the reverse of those five years ago; action 
is to be reversed. 

Shall we give a word of proof that we 
are enjoying a boom? Business is good, 
crops are enormous, credit is expanding. 
The stock market has already discounted 
good times. Bonds are not selling well 
and new issues of securities are not 
readily absorbed. European discount 
rates rise, showing the world’s buying 
power lessens. The only activity (and 
that is not large) on the part of buyers 
is in stocks and that can end soon. 

These facts indicate that there will be 
no good reason why makers of the mar- 
ket should long continue the boom. It 
may last several months. We do not ex- 
pect to predict the exact hour when the 
tide will turn in the stock market. But it 
will surely turn sooner or later. 

Right here let me caution readers 
against one oft-quoted remark that they 
may not be injured by it. We hear, “if 
they can’t sell ‘em at these prices they 
will put ‘em up ten points more. The 
higher they put ‘em the more people will 
buy.” That may have been true in the 
last generation; it does not work now. 
My volume records show that con- 
clusively. 

To me, another proof that we are near- 
ing the end of. the boom is shown by 
charts (or records) in this way. We are 
now on the third rise in the third swing. 
That combination has never been ex- 
tended to a fourth rise in the third swing. 
Of course, a new way’ may come any 
year. All precedents can be broken. But, 
the only way to judge the market is by 
what has been. One can always guard 
against new ways by the stop-loss order. 
The “third rise in the third swing” needs 
explanation. In the summer and autumn 
of 1911 there was a severe reaction. A 
rise (the first one) began September 23, 
1911, and ended November 24. Reaction 
to February 1, 1912, followed. The 
second rise began, continuing till April 
26. Reaction to July 13 was made. The 
third rise began that day and we are still 
enjoying it, September 10, 1912. 

By “swing” I mean action which covers 
quite a period of time and includes some 
rises. From 1907-08 we had the first 
swing, lasting till January, 1910; a large 





THE MAGAZINE OF WALL STREET. 


reaction, to July 26, 1910; the second 
swing, to July, 1911; a large reaction, to 
September 23, 1911. Now we are on 
the third swing, in which we are having 
the third rise. In passing, let it be noted 
that the second swing fell short of the 
level of prices (on average) reached in 
the first swing. We are very near the 
level of the top of the second swing at 
this writing. 

What are investors to do that they may 
use the probable bear market? Sell 
stocks, reversing what they did in 1907. 
At that time they bought outright. Let 
them now use capital as margin equal to 
what would now be the purchase price. 
That is, to illustrate, if they wish to trade 
in Steel common and sell it at 70, let 
them deposit 70 dollars a share as mar- 
gin. If they use Atchison, selling at 105, 
let them deposit 105 dollars a share as 
margin. 

I shall not discuss here the things ° 
which make investors fear to sell short 
because the possibility that the usual 
things which are feared should become 
reality is so small as to be negligible. I 
cannot imagine that any of the seasoned 
stocks should double their present prices 
before the next so-called panic, Margin 
equal to the selling price is recommended 
to investors to correspond with the condi- 
tion (although reversed) with which 
they are familiar. In 1907 they did not 
all buy at or near the bottom, They saw 
prices go from five to twenty points be- 
low where they bought. So may they see 
prices rise five to twenty points above 
where they sell, With such generous 
margin they need not fear. 

Above, I spoke of using the stop-loss 
order as protection against new ways. I 
did not intend to advise investors who 
can keep margin equal to their selling 
price to use stop loss orders, They can 
do so if they like but may have to take 
one or two losses before they catch the 
top. 

Although many ideas come to mind 
which bear on this subject and on which 
I would like to write, I will use only one 
more. I have learned that readers should 
not be confused by trying to absorb many 
ideas at the same time. Education in stock 
trading requires time rather than quan- 
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tity. It is a life process and one or two 
ideas a year are enough. : 

That of which I would now speak is 
that the stocks which are safest for sell- 
ing short are those which have been best 
distributed. These are what are known 
as seasoned stocks. I believe the next 
bear market (or panic) will be so severe 
as to take stocks away from investors. 
Railroad stocks have little on which to 
base very large rise and have, in the last 
five years, had ample distribution. Com- 
parison of low prices of 1907 with high 
prices of 1909 will show how manipula- 
tors managed that. 

For many years railroads are to have 
rather a hard time. The Interstate Com- 
merce Commission will not let them raise 
freight rates, the public will not take big 
bond issues, government regulation of 
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new capitalization ‘must be endured and 
the “high cost of living” is harder on 
railroads than on anybody else. I believe 
the seasoned railroad stocks have less 
chance of further large rise than any 
others on the list, and that most of them 
will give very generous profit in the next 
bear market. This situation, to my mind, 
makes it as safe to trade short on 
“booms” as to trade long on panics. I 
see no reason for waiting for panics only. 
I see equally good reason for using 
booms. 

To avoid any possible misunderstand- 
ing I should perhaps repeat that I am not 
trying to indicate the exact point or time 
when the highest prices will be reached. 
I am merely presenting the general prin- 
ciples covering the subject of short sales 
on the investment plan. 





The Law of Averages and the Stock Market 


Il1I—The Theory of Fluctuations 
By F. A. GIFFIN, M. A. 











[In this series of articles Mr. Giffin, who is a well-known research engineer, shows 
that “manipulation,” so called, has but small part in the making of stock prices, and 
that the smaller movements of the market correspond very closely with the scientific 


laws of probability.] 


MPHASIZING again that the 
theory of averages leads to relia- 
ble results only when applied to 

a great crowd of events, we shall as- 
sume that our unit chart contains 10,000 
fluctuations of various sizes. Of course 
half of these will be Up, and half Down. 
Moreover, with an average of 11 fluctu- 
ations per speculative swing, there would 
be about 909 such swings during the 
period. Since 6 fluctuations of each 
swing are in the trend direction, a total 
ot 6 & 909 = 5,454 of the 10,000 fluctu- 
ations should be in the trend direction; 
and the remainder, 4,546, should be coun- 
ter-trend fluctuations. As a matter of 
fact, we find it a trifle more accurate to 
assume that there are 5,460 trend fluctu- 
ations, and 4,540 in the counter-trend di- 
rection. 

Confining our attention at first to the 
counter-trend fluctuations, let us see how 


they are born and grow to maturity. 
Now a trend fluctuation is ended, and a 
counter-trend fluctuation begun, as soon 
as the price reacts just one unit in the 
counter-trend direction. There is no 
question of chance about the occurrence 
of this first unit in a fluctuation ; for it is 
just as positive that there must be 4,540 
first units as it is certain that there will 
be that number of fluctuations. But the 
ultimate size of the complete fluctuation 
depends upon how many consecutive 
units in the counter-trend direction will 
follow the first one, before the fluctuation 
is terminated by a price movement of one 
unit or more in the trend direction. 

The fundamental assumption of our 
theory is that, in the long run, it is a mat- 
ter of chance whether any unit subse- 
quent to the first is in the trend or the 
counter-trend direction; the odds in fa- 
vor of the former being, on an average, 
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622 to 378. This means that 622 out of 
each 1,000, or 62.2 per cent. of all coun- 
ter-trend fluctuations of a given size will 
come to an abrupt end through the ad- 
vent of a fluctuation in the trend direc- 
tion, while the remaining 37.8 per cent. 
will go on and grow at least one unit 
larger through the advent of yet another 
unit in the counter-trend direction. 

62.2 per cent. of the 4,540 counter- 

trend fluctuations, then, will end before 
they have grown beyond one unit in 
size; while the remaining 37.8 per cent. 
will contain two or more units. In other 
words, there will be 2,824 counter-trend 
fluctuations that contain just one unit, 
and 1,716 that consist of at least two 
units. - 
Similarly, of these 1,716 fluctuations 
that contain two or more units 62.2 per 
cent., or 1,067 will be stopped by a move 
of at least one unit in the trend direction, 
and hence contain just two units; while 
the remainder, 649, will be larger than 
two units. Continuing in this manner, 
we shall find that 62.2 per cent. of these 
649, or 404, should contain exactly three 
units, etc.; and finally that there should 
be just one fluctuation of 9 units, and no 
counter-trend fluctuations, out of a total 
of 10,000 of all kinds, that consist of 
more than 9 units. 

The process of calculating the sizes of 
the 5,460 trend fluctuations is precisely 
similar, except that the chances will be 
just reversed. The chance that a trend 
fluctuation will terminate at any time is 
378 ; so that 37.8 per cent. of the 5,460, 
or, 2,064, will contain only one unit, 
while the remaining 62.2 per cent., or 
3,396, will consist of two or more units. 
Of the latter, 37.8 per cent. again, or 
1,284, will be 2-unit fluctuations, etc. 

Of course, the total number of fluctu- 
ations that contain just one unit will be 
the sum of the number of 1-unit trend 
fluctuations and the 1l-unit counter-trend 
fluctuations, namely, 2,064 + 2,824 = 
4,888 ; and similarly, the total number of 
2-unit fluctuations will be 1,284 + 1,067 
= 2,351; etc. 

Since the total number of fluctuations 
of all sizes, and in both directions, is 
10,000, the foregoing figures may be 
conveniently converted into percentages 


by merely placing a decimal point in 


front of the last two digits. 
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Table I, following, presents a detailed 
comparison of the calculated with an ac- 
tually counted classification of fluctua- 
tions. The actwal figures are based upon 
the before-mentioned statistics from 
Union Pacific charts that cover a period 
of about twenty months, and have been 
obtained by converting the counted fluc- 
tuations into percentages. During this 
time there were, for instance, 2,868 fluc- 
tuations of all kinds on the half-point 
unit chart. Of these, 1,371, or 47.82 per 
cent.—i. e., 4,782 out of 10,000—con- 
tained just one unit; 695, or 24.26 per 
cent., consisted of two units, etc. On 
the one-point unit chart of the same 
period, there were 760 fluctuations of all 
kinds ; of which 355, or 46.79 per cent., 
consisted of one unit; 183, or 24.10 per 
cent., contained two units, etc. 

Column 7 is the weighted average of 
columns 5 and 6, calculated on the basis 
that 2,868 represents 100 per cent. in 
column 5, while 760 is 100 per cent. in 
column 6. 

Comparing (as in column 8) the actual 
weighted averages of column 7 with the 
calculated figures in column 4, it will be 
seen that the agreement is sufficiently 
close to establish the soundness of our 
premises and theory. It is especially 
noteworthy that the errors are about 
equally balanced between plus and minus, 
and that the practical figures show no 
persistent departure from the theoretical. 
The increasing discrepancies among the 
larger fluctuations need occasion no dis- 
trust, for this is just what the Theory of 
Error would lead us to expect on account 
of the inadequate experimental data 
available. Even on the half-point chart 
there were only 48 fluctuations during 
the entire 20 months that contained more 
than 7 units, while on the one-point 
chart for the same period the number 
was only 8. It is remarkable that the 
actual departure from theoretical ex- 
pectations was so slight! 

In confirmation of our earlier asser- 
tion that all unit charts are statistically 
alike, regardless of the scale upon which 
they are constructed, it will be found in- 
teresting to compare the figures of col- 
umn 5 with those of column 6. 


PRACTICAL DEDUCTIONS. 
Several interesting observations may 
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Table I.—Classification of Unit Chart Fluctuations. 


No. of Fluctuations (Calculated). 


Size of In 

Fluctua- In Counter- In 
tion. Trend trend Both 

(Units.) Direction. Direction. Directions. 
1 2,064 2,824 4,888 
2 1,284 1,067 2,351 
3 798 404 1,202 
4 497 153 650 
5 309 58 367 
6 192 22 214 
7 120 8 128 
8 Shs 3 77 
9 46 1 47 
10 29 : 29 
11 18 18 
12 11 11 
13 7 7 

Greater 

than 13 11 om 11 

Totals... 5,460 4,540 10,000 


be deduced from this table. Of greatest 
popular concern, perhaps, is the conclu- 
sive evidence that price fluctuations are 
governed, in the long run, by the inexor- 
able laws of chance and probability, in 
spite of the supposed dominant influence 
of news and manipulative tactics. How- 
ever desirable or profitable it might be 
for manipulators to take hold of a stock 
and force it either up or down without a 
break, they are nevertheless powerless to 
do so. Strange, -is it not, that in spite 
of all the arch manipulators whom Gos- 
sip has accused of making prices—Mor- 
gan, Standard Oil, Keene, Harriman, 
Reid, Baruch, etc.—nevertheless just 
about 48 per cent. of all fluctuations in 
any stock will be found to consist of 
only one unit, 24 per cent. of 2 units, 12 
per cent. of 3 units, and only about 16 
per cent. will be greater than 3 units, 
regardless of the period selected for ob- 
servation! The remarkable constancy of 
these percentages is in itself strong cir- 
cumstantial evidence in favor of their 
“chance origin” and against the “manip- 
ulation theory.” 

The table also emphasizes the folly of 
too frequent trading on the part of non- 
members of the Exchange, who are con- 
siderably handicapped by the commission 
they must pay on each trade, and by the 
difficulty of having orders filled at cur- 
rent prices as they appear on the tape. 
Observe that 84.4 per cent. of all fluctua- 
tions are no larger than 3 units. These 








355 
No. of Fluctuations (Counted). 
From From From Per 
Half-p..at One-point Weighted Cent 
Chart. Chart, Average. Error. 
4,782 4,679 4,762 — 28 
2,426 2,410 2,424 + 3.1 
1,254 1,343 1,270 + 5.7 
728 671 716 +10.1 
335 373 343 — 65 
197 240 206 — 37 
112 171 124 — 3.1 
49 53 50 —35.1 
52 26 46 — 21 
24 20 23 —20.7 
14 7 13 —278 
17 7 15 +36.3 
10 0 & +143 
0 0 0 —100.0 
10,000 10,000 10,000 


are too whimsical to foresee, and even 
if one could get in and out near their 
tops and bottoms, net profits per trade, 
after deducting expenses, would be too 
small to justify the great risk of loss. 

The opportunity of scalping profits in 
the trend direction would be a little bet- 
ter than the average, if one could only 
be sure of the trend, for only 76 per cent. 
of all trend fluctuations contain less than 
4 units. To scalp any profits at all by 
“bucking” the trend, however, would be 
manifestly impossible; for as high as 
94.6 per cent. of all counter-trend fluc- 
tuations are smaller than 4 units, and the 
time of their occurrence is quite uncer- 
tain. 

This leads to the important observation 
that nearly all large-sized fluctuations are 
in the trend direction. In fact, the num- 
ber of counter-trend fluctuations that are 
greater than 4 units will be less than 1 
per cent. of all fluctuations during any 
period ; and in a stock like Union Pacific 
you will not meet a fluctuation of over 4 
half-point units (2 points, on the half- 
point unit chart) in the counter-trend 
direction oftener than once a month, al- 
though there will be an average of one 
every other trading day in the trend di- 
rection. 

On account of this it is generally safe 
to conclude that the trend has changed 
for the time being whenever the market 
experiences a reaction of over 4 units, 
and this observation seems to be borne 
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out by experience. It is, nevertheless, 
unsafe to make this a basis of trading un- 
less one has other means of knowing 
how soon the trend, once thus disclosed, 
will again suddenly reverse itself. 

These observations are of further 
value in that they afford us a concrete 
working definition of the “Speculative 
Swing,” that could hitherto be only 
vaguely described. Since counter-trend 
fluctuations of over 4 units are of very 
rare occurrence, we may define a “Spec- 
ulative Swing” as a complete price move- 
ment of more than 4 units in extreme 
range, uninterrupted (of course) by a 
reaction of more than 4 units. This 
makes it possible to actually count the 
number of such Speculative Swings dur- 
ing any. given period, since it clearly dis- 
tinguishes them from the greater Pri- 
mary Movement, on the one hand, and 
the smaller Speculative Fluctuations on 
the other, into both of which they would 
otherwise indefinitely merge. During 
the 20-month period when we observed 
Union Pacific, there were 210 of these 
Speculative Swings on the half-point unit 
chart. Since the total number of fluctu- 
ations was 2,868, it follows that there 
were, on an average, 13.65 fluctuations to 
a Swing, instead of 11, as previously as- 
sumed. It is not essential to the cor- 
rectness of our work, however, that these 
figures should agree closely. The dis- 
crepancy, in this instance, merely shows 
that our definition of a Speculative Swing 
is a little too rigorous, and that there are 
in reality a few such swings smaller than 
5 units. 


AVERAGE SIZE OF FLUCTUATIONS. 


Having classified the fluctuations ac- 
cording to size, it is a simple matter to 
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determine the number of units during 
any given period. Considering first the 
trend fluctuations, it is evident that each 
of the 1-unit fluctuations contributes just 
one unit to the total, so that there should 
be altogether 2,064 units from this 
source. -Each of the 2-unit fluctuations 
contributes 2 units, or 2 & 1,284 — 2,568 
in all. Similarly, the 3-unit fluctuations 
contribute 2,394 units, etc.; up to the 
eleven fluctuations that are greater than 
13 units in size—these finally, theory tells 
us, add 15.6 & 11 = 172 units more. 

After going through all this arithmetic 
it will be found that the 5,460 trend-di- 
rection fluctuations are made up, in the 
aggregate, of 14,431 units, which is an 
average of 2.64 units per fluctuation. 
Similarly it will be found that the 4,540 
counter-trend fluctuations are composed 
of 7,293 units, or an average of 1.61 per 
fluctuation. Finally, the 10,000 fluctua- 
tions of both kinds yield 21,724 units, so 
that the calculated average size of all 
fluctuations is 2.17 units. The average 
size of all the counted fluctuations, for 
our 20-month period, was 2.16—a further 
confirmation of our theory. 


This small average size of all fluctua- 
tions may occasion considerable surprise 
to many. In familiar language it means 
that the average fluctuation shown on a 
half-point chart is about one point; on 
a one-point chart, about two points; on 
a two-point chart, four points, etc. 

It is interesting to observe that the 
total number of units in the counter- 
trend direction (7,293) is just about one- 
half the number (14,431) in the trend di- 
rection. This corresponds with the ex- 
perience that reactions amount to about 
half the gross progress in the trend di- 
rection. 


(To be continued.) 


Note.—Mr. Giffin objects to the editorial 
note on page 291 of the September issue, in 
which we said, “Mr. Giffin’s reasoning is in- 
tended to apply to fluctuations small enough 
so that the influence of intrinsic value may be 
neglected.” 

n explaining to him why the note was added, 
we wrote: 

“Your article read as follows: ‘Just as a 
coin that has fallen heads up twelve times in 
succession is quite as likely as ever to come 
up heads still another time; so is a stock that 
has just experienced an unbroken rise of 


twelve successive units just as likely to rise 
one unit further as it was when it started.’ 
“The average reader would understand this 
to mean that after a stock paying 5 per cent 
and worth about 100, had advanced twelve 
units of ten points each to 220, it would be 
just as likely to go on to 2% as to react to 210. 
“Such a statement is, of course, absurd, un- 
less explained or qualified in one of two ways: 
“(1) It might be explained that the invest- 
ment value of the stock is supposed to have 
kept pace with the price in its advance, or 
“(2) That the units referred to are small 
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enough so that the influence of the investment 
value of the stock on fluctuations may be 
neglected. 

“From other expressions in the article, it 
seemed that you were talking about units small 
enough so that the question of investment value 
could be neglected. 

“For example, on page 289, you say, ‘Be- 
cause many large fluctuations would carry the 
price too far beyond the line. of true value.’ 
On page 290, “. . the laws of chance in 
unlimited control of all fluctuations, save those 
that are multiples of very large units.’ Again, 
on page 291, ‘We are intentionally developing 
the purely mechanical aspect of the market.’” 

In reply, Mr. Giffin elaborates the point as 
follows: 

“Now, as a matter of fact, there are two 
principles about stock market fluctuations that 
we have been especially anxious to emphasize: 

“One is that there is absolutely no evidence 
of any inherent instability in the mere size 
of a fluctuation, no connection whatever ’ be- 
tween the past and the immediate future of 
price fluctuations. The price might rise twenty 
units of ten points each, without a ten point 
(or one unit) reaction, and the chance of an 
additional rise of ten points would be just the 
same as at the start. 

“The second is that all fluctuations of: all 
sizes, regardless of the magnitude of the unit, 
take place in the long run atcording to the laws 
of chance and probability. The-workings of 
this law have their own way of over-riding, 
while yet including, the many complex in- 
fluences of news, earnings, economic conditions, 
manipulation, and the countless other factors 
that are accredited with moulding individual 
price movements. 

“To prove that my reasoning does not break 
down with units as large as five points I sub- 
mit below a classification of ten-unit fluctua- 
tions, takem from a chart of Union Pacific 
that extends from November 19, 1906, to date, 
a period of nearly six years. It should be 
explained that the fluctuations are taken from 
two different ten-point charts of the same stock 
for the same period—one having a price scale 
reading -100, 110, 120, etc., the other with a 
scale of 105, 115, 125, etc—so that the actual, 
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average number of fluctuations for the period 
would be one-half of those given. The object 
of this convenient device is to gain more ac- 
curacy from rather meagre statistical data. 


Table 1, A—Classification of Fluctuations, 
Based upon Ten-Point Unit Charts of 
Union Pacific for Six Years. 


Size of Number of Fluctuations. 
Fluctuation — —-———- 
(Units). Counted. ~ Coleuiianed, 
1 21 22 
2 11 11 
3 5 6 
4 ] 3 
5 4 2 
6 3 1 
7 1 1 
DE. is Se aeled 46 46 
“Of course, the larger the unit, the fewer 


the fluctuations in a given time, and a ten- 
point chart, to show close correspondence be- 
tween theory and fact, ought to cover a period 
of 100 years or more. For this reason the 
agreement shown between the two columns 
of the above table, in which the total num- 
ber of fluctuations in six years was actually 
no more than 24, affords a striking proof of 
the very broad scope of our reasoning. 

“We have the 1907 panic and following 
year’s rapid recovery in this table, but neither 
abnormal event ruffled the laws of chance. It 
is even more than likely that a 30-year chart 
of Northern Pacific (whatever the size of the 
unit chosen for a scale) would find a con- 
cordant place under the laws of chance for 
the violent rise of that stock to $1,000 a share. 
together with the ensuing, and all other, panics 
of bygone years! 

“The more I study this subject the more do 
I become convinced that panics and depression. 
melons and receiverships, big fluctuations and 
little, due to any and all causes, find their suit 
able places on price charts in wonderfully close 
accord with the mathematical workings of the 
laws of chance. 

“T trust that you will give this letter place 
in your valued columns.” 
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Chats on Grain and Provisions 


By E. W. WAGNER, Chicago 








UMMARY of market factors is not the 
Entire Thing. The necessity is recog- 
nition of the Right Factor. 


3 Thirty thousand bales of cotton for 
1911 and 1912?—This has a smear of 10%-ceni 
cotton, 


Have we a surplus of 160,000,000 wheat? 


While 1912 farm real estate values are 
mainly stationary—holders are firm. 


An extra star should be stitched on the flag 
as an emblem to the 1912 crops. 


Twenty per cent. more oats than ever be- 
fore in a Horseless Era. 


Rises the star of 1912—greatest crop year— 
exit 1906. 


We now know that a cold, rainy year cher- 
ishes enormous grain yields. 


Main shortage—fall of 1912—men and cars. 


Some of the Wall Street watchers are con- 
fident of a final political scare. 


Service and information are the key notes 
to investment satisfaction. 


If the estimates are correct—it will take 
eight months for the Northwestern farmer to 
clean up his spring wheat. 


Every season brings its ultra peculiarities. 
This remark covers the generous grain dona- 
tions by nature in 1912. 


Seasons are as variable as the fair sex. 
There are years when it cannot rain and years 
when the clouds never close. Years of heat. 
There are years when rain always falls at 
the last minute and heat spells are tempered. 
1912 to date has been a year of timely rains. 


The great foe of high prices after a startling 
advance is the luke-warm buying attitude of 
the consumer. The investor wants what is 
being bid away from him. He rarely wants 
grain or securities when the ticker is melting. 


High prices in any grain or cotton rarely 
outlast two seasons, Nature is a marvelous 
refiller of granaries. 


An old Indian superstition covers the idea 
that the weather for ten days after the sun 
crosses the line twice yearly, will indicate the 
weather for the next thirty days. If it is dry 


during the 10 days it will be dry for 30 more 
days. 


Weather runs in streaks. Prior to August, 
1911, the United States suffered with an 18- 
month dry spell. For the year ended August, 
1912, rains have been timely—at times profuse. 


United States wheat values depend very, 
very largely on Russia. If the land of the 
Terror and the shackled press has raised 700,- 
000,000 wheat—-United States wheat might sell 
near.85 cents. 


The year 1910 with enormous flour sales on 
the basis of $1.05 to $1.10 wheat—which were 
afterwards canceled by the buyer when wheat 
sold near 90 cents—dealt a blow at selling 
ahead in flour, which seems permanent. 


It is an old precedent that when grain skips 
a quotation—the market will return always, 
there being no exception. Weeks ago when 
July wheat ran up to $1.15 the knowing ones 
pointed out that the 1.04, 104% and 1.04% 
points had been skipped and prophesied a re- 
turn. July wheat was true to the old tradition, 
selling back to the skipped points about July 
10. 


I am not a serious bull on hog products 
Unusual conditions are always necessary to 
create $20 pork and 12-cent lard. 


Ninety-five per cent. of all market letters on 
securities, cotton and the grains contain a 
positive opinion—lIs this necessary? 

The problem in all markets is ‘to separate 
the conjectural possibility from the hard fact 

Securities are affected by the tyranny of the 
bond interest rise to 5% and 6 per cent. 

Farmers tell me the renter can win out 
on $200 land if he is intense and “intensive.” 

World’s 1912 wheat crop is about 40,000,000 
bushels below the former record. : 

Excessive heat is the greaf grain destroyer— 
season after season. 

Your broker should know what is “brew- 
ing” at central points—wire him. 

In six years May wheat has sold at the 
following low points: May, 1912, wheat, 9434 ; 
1911, 8434; 1910, 93%; 1909, 8934; 1908, 89; 
1907, 745%. 




















INQUIRIES 








This department is to answer miscellaneous questions in regard to the science of investment, methods 


of operating, the customs of the markets, etc. 


It is intended for the use of subscribers only. Please write 


questions briefly and, if personal reply is desired, enclose stamped and self-addressed envelope. Address 


INQUIRY DEPARTMENT. 


Liquidation and Distribution. 


I would be glad to know what “Liquidation 
and Distribution” mean in stocks.—C. Z. 

The literal meaning of liquidation is the 
conversion of assets, either personal or those 
of a corporation, into liquid form; that is, 
into money. Thus the liquidation of a com- 
pany means the winding up of the business 
and turning the assets into cash. Liquidation 
in the stock market means that owners of se- 
curities, either outright or on margin, are sell- 
ing them; that is, turning them into money, 
which is regarded as the liquid form of capi- 
tal. Such liquidation may occur at high prices 
after an advance, when it represents profit 
taking; or on a declining market, when it may 
represent the unwilling acceptance of losses. 

Distribution is a term used to signify sell- 
ing at relatively high prices by large holders 
of securities. It is usually employed in refer- 
ence to a manipulative campaign where large 
interests are believed to have accumulated a 
line of stocks at low prices, then to have 
brought about an advance, and finally, to have 
distributed this line of stocks at higher prices. 





Nicknames of Stocks. 

J. H—We think you will find all of the nick- 
names of different stocks that are in common 
use given in “Money and Investments,” by 
Montgomery Rollins (price $2.20, postpaid; 
for sale’ by The Ticker Publishing Company). 
This is a dictionary and reference book cover- 
ing all. topics in regard to investments, the 
handling of money, etc. 





Indices of Commodity Prices. 

Where can I get high and low figures weekly 
for past years on Gibson’s Index of Cost of 
Living, Bradstreet’s Index, and an English In- 
dex similar to these?—J. P. 

For the exact date of highest and lowest 
quotations of Gibson’s index you would have 
to apply to Thomas Gibson, 15 William street, 
New York City. Bradstreet’s index of .com- 
modity prices appears every week in Brad- 
street's Weekly, a file of which you can find 
at the principal public libraries. You could 
compile the desired records from these files. 
The English index of commodity prices pub- 
lished in THe MAGAZINE OF WALL STREET is 
compiled by the London Economist. You 
will be able to find a file of the Economist at 
some of the big libraries. 





Industrial Preferred Stocks. 


Please suggest a few standard industrial 
stocks which will give a good interest return 


and will also have possibilities of a ten-point 
rise within, say, two years.—L. P. 

We suggest the following preferred stocks 
of standard industrials: American Locomotive 
preferred, American Telephone & Telegraph, 
General Motors preferred, Southern Railway 
preferred. 

Of course, we could not undertake to predict 
a ten-point advance on these stocks in two 
years, nor guarantee you against a decline, 
but we think all of them have good prospects 
for higher prices eventually. 





Use of Graphics—R. R. Earnings. 

B. N.—As we understand Mr. Brookmire’s 
article, the exact time when a bull market in 
stocks will develop from conditions of inac- 
tivity will not be shown by statistical graphics. 
It is usually the case, however, that after a 
complete liquidation, when both the stock mar- 
ket and general business are in a dull and 
depressed condition and the money market is 
abnormally easy, an upward movement in 
stocks and bonds gradually develops unless 
prevented by threatening political conditions. 

You will find railway earnings given in a 
complete form in our page of “Monthly Net 
Railroad Earnings.” Gross earnings can be 
readily found in numerous publications such 
as Commercial & Financial Chronicle, Wall 
Street Journal and the daily newspapers. 





Voting Trust Certificates. 

Will you kindly explain in an early number 
of your valuable magazine the nature of a 
voting trust certificate such as the Interboro 
common stock is deposited under? Is a vot- 
ing trust certificate more valuable than ordi- 
nary common stock? Will any benefit accrue 
to holders of these certificates when the trust 
expires? Will the stock depreciate in value 
if the trust is renewed ?—SuBscriper 

In order to assure a continued and con 
sistent policy in the management of a com- 
pany, it is often desirable that the voting con- 
trol of the stock be placed in the hands of 
a small number of persons for a certain def- 
inite time. In such cases a voting trust is often 
formed, and the stockholders agree to delegate 
the voting power of their stock to voting 
trustees. The trustees do not, of course, rep- 
resent actual ownership of stock, but merely 
a unified control. Voting trust certificates are 
usually issued for the stock deposited, and 
these certificates take the place of the stock 
in the market and receive any dividends de- 
clared during the term of the trust. These certi- 
ficates are negotiable just the same as the stock 
and represent the stock in every way except 
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that they do not carry voting power. The eral hours earlier than New York. In fact, 
only benefit that accrues to the holder of the in some cases it might be possible for him to 
certificates is such as may result from the make a new trade in London on the opening 
management of the company by the voting of the market after some such important de- 
trustees. The mere fact of the voting trust velopment and to secure a profit later in the 
being in existence does not influence the value day after the news had had its full effect on 
of the stock, except indirectly as a result of prices in the New York market. Of course, 
whatever action the voting trustees may take. this would not be arbitrage business strictly 
so-called, but would be somewhat. similar. 








Arbitraging. 
Will you please gee re = the —_ A New Uptown Branch. 
trage business as it is carried on between the 
New York one London Fong ae ~ John a a Ce ue yg By 
pn ye ma a - oa. poser geet « ete? as opened its new uptown offices at 42d street 
> g' . eae: po a | which -~ = the 
BSCRIDER. third floor corner of the Longacre Building, 
MD el Fe eB pr nelly my are conveniently located and unusually bright 
by watching prices closely in the two cities, ky a — Gardner Fink, a 
find an opportunity to sell in one city higher ! 
than he buys in the other. This is practically R ‘ 
all there is to the arbitrage business. The out- ecent Investment Literature. 
sider is not in a position to do this success- Booklet entitled “Service to Bond Buyers.” 
fully. An interesting discussion of the function of 
In cases where some important news comes the investment banker and his relation to his 
up over night it may be to the advantage even clients. This booklet has been in print for a 
of the ordinary outside trader to place his time, but is still available on request. 
order in the London market, which opens sev- Halsey & Co., New York. 








Readers frequently ask to be referred to responsible brokerage houses. In making 
such a request, please state what amount you have for investment, or in what sized lots 
you wish to deal. Also state what large city is located most conveniently to you, or if 
you have any preference in this regard. 

We refer our readers only to such houses as we would consider safe custodians of 
our own funds, but of course can take no further responsibility. 














The Figure Chart 


The following figure chart completes the chart on page 108 of the July, 1910, Macazrine 
or WALL Street, down to date given below. It is based on the daily average closing bid price 
of 20 standard railway stocks, and gives a general view of the course of the market since 


June, 1910. 

» June July Oct. ‘Feb. June Sept. Nov. Apr. Aug. 
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*In order to condense the chart, only the last figure of each number is given. Thus 9 rep- 
resents 119, etc. 














Essential Statistics Boiled Down 


HE figures below give a complete | comparisons for the corresponding moi;th 
view of the financial and industrial | (or nearest month obtainable) in each of 
situation, with the best available | the four preceding years. 











Average Average Per Cent. Per Cent. Per Cent. Per Cent. Money in 
Money Money Cashto Loansto Cashto Loansto Circulation 
Rate Rate Deposits, Deposits, Deposits, Deposits, Per Capita 





Prime European New York New York All All First of 
Commer- Banks Clearing- Clearing- National National Month. 
cial Paper house house Banks. Banks. 
New York. Banks. Banks. 
September, 1912....... 5% 3% 25.1 99.9 Pea me $34.36 
August, 1912...........¢ 5% ' 3Yy% 26.2 97.4 ame fe til 34.31 
(ee 4y% 3% 25.6 97.9 16.2* 102.5* 34.26 
September, 1911....... 4% 35% 26.8 978 17.3* 102.8* 34.25 
_ I 660 oh 5% 3% 27.2 99.0 15.5* 103.2* 3483 
ae 45% 3 25.9 97.5 18.1* 103.3* 34.73 
eae 43% 3 28.7 93.1 19.47 106.1 35.07 
*June. ft July. 

New Securi- Bank Balance of Balance of 

ties Listed Bank Clearings Gold Trade 

° N. Y. Stock Caste $s of U.S. Movements Imps. or 

Exchange U.S Excluding —Imports or Exports. 

(000 omitted) (000 en N. Y. City. Exports. (000 omitted) 
(000 omitted) (000 omitted) 

a ee $142,063 $13,284 $5,798 Im. $3,000 Ex. $12,864 
CE. ke cdeman 17,538 14,015 6,094 Ex. 3,515 Im. 1,337 
August, 1911......... 390,374 12,662 5,278 Inr. 3,624 Ex. 18,239 
" ae 9,500 11,537 5,075 Im. 9,668 Im. 3,691 
” Aaa 173,703 13,510 4,824 Ex. 3,881 Im. 7,342 
“ — keeteed 50,674 10,258 4,033 Ex. 2,295 Ex. 19,259 





Gibson’s Bradst’s English | Whole- Produc’n Price U.S. Produc- U.S. St’l 
Index Indexof Indexof sale oflIron of tionof Cop- Co. Unfill. 
Cost of Commod- Commod- Price of (Tons.) Copper per (Lbs.) Tonnage 
Living. ity Pcs. ity Pes. Pig Iron. (000 o’td.) (Cents). (000 o’td.) (000 o’td.) 











September, 1912. 115.7 9.22 2722 $16.88 oe a |) eosend ana 
August, 1912.... 115.5 9.16 2746 16.45 2,512 17.5 145,628 6,163 
-— - ere 116.9 9.11 2705 15,95 2,410 17.2 137,161 5,957 
September, 1911. 112.9 8.82 2531 15.41 1,926* 122 125,493* 3,095* 
™ 1910. 115.5 8.95 2407 16.17 2,106* 124 127,000* 3,537* 
ss 1909. 1123 8.59 2255 18.75 2,248* 128 120,000* 4,796 
we 1908. 1063 7.90 2168 16.87 + ae} ee 3,421 
* August. 
Babson’s 
Building § Business Crop Conditions. ‘Average 
Surplus rations, Failures. - » WWLeading 
of Idle wenty Total Winter Spring R. R. 
Cars. Cities. Liabilities. Wheat. Wheat. Corn. Cotton. Bonds. 
Sees Eee © ee - vecskeeth: | ooSacemenns ee 98 82.1 ak 95.7 
August, 1912... 56, oo $52,038,639 $15,532,530 6 is 90.4 80.0 748 96.7 
July, 1912.. 64,02 48,261,154 16,315,232 73.3% 893 81.5 76.5 97.4 
September, 191i 84, Sat 63,123,423* 12,009,036 768t 65.7 708 732* 97.7 
910 50,729 42,547,451* 12,110,250* 81.5f 63.1 782 72.1* 979 
. i909 106,677 48,855,000* 9,011,283* 824 886 74.6 63.7* 101.5 
* 1908 221,214 33,838,000*  § 24,656,770* 806+ 776 794 767* 98.1 


* August. f July. 














The Situation Summarized 





[While an attempt is here made to divide the impertant factors into favorable and 


unfavorable, this classification is for convenience only. 


It should be fully recognized 


that the same factor may have a bullish effect in one direction and bearish in another, 
or may be bullish in its immediate influence, but containing dangerous possibilities for 
the future. Also, it would be impossible to strike a balance in this way, as one bullish 
factor might be so important as to outweigh all bearish considerations, or vice versa.] 


Favorable 


Crops. A splendid harvest for all crops 
except ‘winter wheat is now practically as- 
sured. Early frosts might result in mod- 
erate damage to corn or cotton. Corn is 
likely to exceed 1911 by 250,000,000 bush- 
els; total wheat (winter and spring), by 

000,000 bushels; oats by about 400,000,- 
000 bushels; barley, hay, potatoes, etc., 
show similar increases. 


General business shows gratifying activ- 
ity. Bank clearings outside New York 
City have been at high record figures for 
every month of 1912 so far. 


Railroad earnings are showing up well, 
owing to large crops and activity of busi- 
ness in all lines. 


Iron and steel. Advances in prices of 
iron and steel products continue to be the 
order of the day, and it is freely predicted 
that the last quarter will break records in 
both prices and tonnage. The companies 
are sold ahead well into next year and ac- 
tivity seems assured for a considerable 
time to come. Some of the mines are fall- 
ing behind on deliveries of iron ore. 
Prices now up an average of about $4 a 
ton from the low of last year. 


Copper. The price is still firmly main- 
cnlned at 17%c. and there has as yet been 
no serious accumulation of stock on hand. 
The consumptive demand, however, is not 
as large in proportion as that for steel and 
iron. 


Gold imports on a larger scale are prob- 
able in case of further advance in money 
rates on this side. Our big crops will en- 
able us to build up a good export balance. 


The high cost of living, as shown by cur- 
rent index numbers, is at least not getting 
any higher, and is perhaps showing a slight 
tendency to decline. 


Prosperity ictions by such men as 
Lovett of the Union Pacific, and McCrea 
of the Pennsylvania have had a decidedly 
helpful effect. Conservative opinion gener- 


ally favors a continuation of prosperous 
Lusiness conditions. 


Unfavorable 


Money rates arg becoming very firm. 
Six per cent. is now practically the mini- 
mum throughout the country. Call loans 
at New York 5 per cent. Such a rate can- 
not be called unhealthy, but its arrival so 
early in the season tends toward conserv- 
atism in stock market operation. Money 
is undoubtedly being withdrawn from the 
market for general business purposes. Re- 
lief by U. S. treasury is expected if found 
to be needed 

Bond Market shows no incredse in de- 
mand for high grade issues. Prices de- 
cidedly soft. 

New issues of securities reached a new 
high record for August. Most of the in- 
crease was in the stocks of industrial 
corporations. 

Weakness in foreign government bonds 
is taken to indicate world-wide dearness 
of capital, which cannot be construed as 
favorable to security prices. 


Woodrow Wilson’s speeches are, in a 
general way, opposed to control of indus- 
try by big business, and in favor of tariff 
reduction. Such a policy might prove tem- 
porarily disorganizing. 

Labor costs continue to rise little by lit- . 
tle and the efficiency of lavor is stated to 
be declining. Of course, this is partially 
balanced by increased output due to im- 
proved machinery. 

Railroad wages. Some uneasiness as to 
the Arbitration Committee’s report on en- 
gineers’ wages. An increase of wages is 
generally considered probable and as the 
railroads cannot increase their rates to 
correspond, this would have a_ bearish 
effect. 

Business failures for August largest for 
ten years in both number and liabilities, 
with the exception of 1908. The increase 
was chiefly among tradesmen and was 
noticeable in nearly all important lines. 
Evidently due to high costs. 

Public interest in the stock market is 
still at alow ebb. Business largely profes- 
sional. However, there is a noticeable 
absence of liquidation on declines. 














The Outlook 


Some of the Factors Beneath the Surface of Current Events 
By G. C. SELDEN 











ten years is shown in chart form below. 
The last week given is that ending 
September 14, 1912. 


The diagram also shows, in millions of dol- 
lars, the course of excess deposits and surplus 
reserves of New York clearinghouse banks 
(excluding the trust companies). The zero 
line represents equality of loans and deposits. 

It will be noted that the New York banks 
had entirely lost their excess of deposits over 
loans in the statement of September 14. It 
now scems inevitable that the line will soon 
pass below the zero level, as we have a big 
crop and an active condition of general busi- 
ness to finance at the same time, and we start 
with a relatively small supply of funds on hand 
with which to handle the situation. 

Gold imports are probable. In fact, a small 
quantity of gold has already been engaged by 
a “special operation,” although exchange has 
not been low enough to show a genuine profit 
on the transaction. Gold thus obtained from 
Europe will help to relieve the situation, but 
undoubtedly a high money rate on this side 
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TT" general course of railroad stocks for 
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will be necessary to bring any large quantity 
of gold, as the Bank of England has already 
advanced its discount rate to 4 per cent. un- 
usually early in the season, apparently for 
the express purpose of preventing America 
from drawing too heavily on London. 

Another source of relief would be the de- 
posit of Government funds in national banks. 
The Treasury has on hand some $40,000,000 
cash which could be used in this way without 
difficulty. It is not likely that the Secretary 
of the Treasury will take this step unless 
money rates rise to rather stringent figures. 
It is rightly held by bankers generally that 
such special relief should be reserved fog cases 
of real necessity. 

As Mr. Muhleman points out in a very inter- 
esting article elsewhere in this issue, the New 
York national banks held, at the last Comp- 
troller’s Call, $674,000,000 of deposits from 
other banking institutions and the New York 
state banks and the trust companies had $146,- 
000,000 more, making $820,000,000 in all in 
New York City institutions for the account, 
for the most part, of interior banks. Under 
these conditions it is not surprising that the 
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New York surplus melts rapidly when the 
interior banks begin to draw back their funds 
in earnest, so that gold imports or treasury 
deposits are usually of only temporary effect. 
The emergency currency, also, is not likely to 
be issued except under conditions of real 
stringency. 

When the rates for time money and for 
commercial paper get higher than the interest 
return on securities owned by the banks, there 
is naturally a good deal of realizing on such 
securities, so that the money may be used in 
the money market or in the purchase of com- 
mercial paper (which is now close to 6 per 
cent. in New York).. In this connection it 
must not be forgotten that the national banks 
of the United States held, at the last Comp- 
troller’s Report, $1,046,000,000 of such invest- 
ments, an increase of $200,000,000 in two years 
and nearly double the amount of such invest- 
ments no longer ago than 1 

Reserves of all U. S. national banks.— 
As the question of bank reserves is now of 
specia) interest, I present herewith a graphic 
showing the per cent. of loans to deposits of 
all the U. S. national banks at each call for 
eleven years, together with the types move- 
ment of the average price of 20 leading rail- 
road stocks. The figures for the last call are 
now just coming in and cannot be added to the 
chart before going to press. The per cent. used 
is that of the sum = the two items, “specie” 
and “legal tender,” to “individual deposits,” as 
compiled by ote °W. Babson. The latest 
figure can be quickly deduced from the full 
Comptroller’s Report as soon as published. 

It will be at once observed that the bull 
markets of 1904-05 and 1908-09 were both pre- 
ceded by a piling up pf reserves to a per cent. 
of almost 20. In each case the bull market 
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began to get under headway as soon as the } 
per cent. of reserves rose above 18. Then, as 
the bull market continued, the per cent. of 
reserves gradually fell off. In the three in- 
stances shown, 1902, 1906 and 1909, when the 
per cent. had been forced down to 16, the bull 
market was practically over. 

In the case of the minor bull market which 
began in 1910 and has continued down to the 
present time, there was no such large accumula- 
tion of reserves as in I€ + and 1908. The 
highest point reached was about 17% in 1911. 
In the autumn of that year the figure slid back 
under 16 again, and in the last statement it was 
only a trifle above that mark. 

Looking at the matter from a broad stand- 
point, therefore, we see that the reason the 
bull market of 1911-12 has been such a slow 
and slippery affair has been, fundamentally, 
because the banks of the country held no 
large surplus of money to flow into securities. 
There is no reason to suppose that the situ- 
ation has changed in this respect. In fact, 
early returns indicate that there may be some 
further decline in per cent. of reserves from 
the figures last shown on the graphic. 

Of course, all this does not in the least show 
that stock prices may not advance further from 
this level. The general activity of business, big 
steel production, high copper prices, and the 
widespread feeling of encouragement among 
business men, may easily result in higher 
prices. The point is that any such further 
advance will apparently be made against the 
continuous pressure of a higher money market 
and scarcity of investment funds. And in the 
iong run, these are the most powerful influ- 
ences affecting the prices of stocks and bonds, 
although slow in operation. 
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